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ABSTRACT 

The primary purpose of this book is to point out 
events reported in the typical U.S. history course 'that can be . 
enriched by a consideration of relevant economic topics. The book is 
organized chronologically by 21 topics: explorers and the early 
American colonies; the American Revolution; the Confederation period 
and the Constitutional Convention; establishing a new government; 
growth of the U.S. economy; the Jackson ian era; the Civil War; 
industrialization; protest movements; business concentration; reforms 
of Theodore Roosevelt; Wilson and the new freedom; World War I; the 
1920*8 and the depression of the 1930* s; the Mew Deal; World War II; 
postwar recovery and development; the rise of new nations; Competing 
economic systems; and domestic problems today. Each topic is. 
introduced with a brief account of the events that had important 
economic aspects. Discussion questions, varying in difficulty, follow 
the introduction. Finally, a wide range of activities is described 
for each topic. The book concludes with a 3-page bibliography of 
general works on basic economics and American economic history, 
economic textbooks, reference works, and books, on methods of teaching 
economics or history. (RM) • 
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Preface 



During toe decade of the 1970s, Americans began to face up to new realities. As a 
people we became aware of the possible limits to our natural resources, a seeming 
• diminished world leadership role for the United States, and continuing problems 
concerning unemployment, energy, inflation, budget deficits," and high interest 
rates. At the beginning of the 1980s, these problems were still present to one degree 
or~another r and it seemed.unlikely that al l would go away so on. 

Still other changes are in store:for the American economy as we approach the 
twenty-first century, and they may well drastically alter the world erf work as we 
have known it: It is already common knowledge that computerization and robotics 
and other offspring of the silicon technology that dominates the new electronics age 
are underway, and that bade industries are declining while the service sectors are 

growing. , • 

This revision of a work published a decade ago incorporates in the text,.discus- 
sion questidhs, and related stadehtartvities, t^ 

eluding the state of the job market, sluggish productivity, and the changing fortunes 
of particular industries. Italso takes up iwcKirattd^ 

of women and nmorities,,is^esj^td to energy and to the environment, and space 
Exploration, as well as the persistence of nationwide economic problems including 
poverty, inflation, interest rates, and inc^^ 

There has been great ferment in the history profession fin the last two decades, 
including an emphasis on serial fektay* We *bu^ 

fleet the introduction of nefc topics wdi as changes in families and households, the 
hew kbof^istory (which puts new emphasis on the ramk and fite); the.Kistory of 
native Americans, and quaintitative-history methods. Social history is likely to be 
especially interesting to young people because it deals with problems such as crime 
and with the everyday activities -th* patterns of work arri leisure -of ordinary 
people such as factory wo Aers and farmers. Since the "facts* of social history may 
prove to be more easily digested at high school ages; students should also be able to 
grasp the related concepts and generalizations of.both economics and history more 
easily. 

After the first edition of Teaching Economics in American History was pub- 
lished in 1973> the Master Curriculum Guide in Economics for the Nation's Schools 
(MCG) came into general use. The guide consists of a volume on bask concepts in 
economics and a number of volumes for use in teaching sprtdfic grade levels or 
courses. They are all published by the Joint Council on Economic Education. The 
MCG provides standard guidelines with which school systems can more easily inte- 
grate economics into their course of study. One of the guides designed for use in 
secondary schools isMnitedStath History (Secondary) by James B. O'Neill (1980, 
115 pp). It contains an overview and rationale for teachers as well as lessons that 
show/ how economics can provide an analytic framework for courses in American 
history. Most of the economic coiteepts emphasized are treated in leading textbooks 
on American history for secondary schools, and the lessons are especially designed 
. to enhance student understanding of these concepts. The lessons in United States 
History cover different historical periods in order to illustrate a possible develop- 
mental sequence. 



How to Use This Book 



This book is desigi&eLjo help teachers incorporate eco- 
nomic facts, concepts, principles, arid problems into the 
high school American history course. It is important to 
realize that injecting economics into a course does not 
require one to take something else out. Indeed, econom- 
ics will enrich and enliven the history course and enable 
the teacher to relate historical events to current issues in 
a meaningful fashion. Thus, Hamilton's financial pro- 
grams, Jackson's "war" on the Second United States 

-BankH^anV^hrer^mpri 
longer be treated in a purely descriptive fashion but will 
be used to shed light on current problems of money and 
banking, controversies over economic growth and the 
federal government's involvement in the economy, and 
so on. Conversely, a knowledge of basic economic prin- 
ciples will give greater meaning to the historical events 
stressed in every high school textbook. An understand- 
ing of the nature and function of money, the role of ceri- 
tralbanks, concepts underlying economic^ growth, and, 
the causes and effects of inflation (or deflation) will re- 
veal the significance of the events cited above. 

This book is not intended to serve as a proxy for a 
text in American economic history, nor can it substitute 

. for a thorough text in principles of economics; Although 
it does include some important facts about our economic 
development and contains some brief discussions of * 
basic economic concepts, its primary purpose is simply 
to point out -to a greater extent than the average high 
school American history text - those events found in the 
typical U.S. history course that can\be enriched by a 
consideration of relevant economic topics. 

FORMAT OF 

We have divided American history into twenty-one 
topics and have presented them, for the most part, in 
chronological order. This should make it easy to use this 
manual in conjunction with the typical high school his- 
tory textbook. 2 We introduce each topic with a brief ac- J 
.count of the .events of the period that had important 
economic aspects. Key economic terms are presented in • 
boldface type, and short definitions or explanations of 
these terms are given in most cases. Because some of the 
terms require more extensive discussion than would be 



1. New York: Joint Council on Economic Education. First edition, 
1977; second edition,, 1984. , * 



Ideally, the teacher should have on hand at least 
one good textbook in American economic history and a 
standard, basic text in principles of economics. These 
will provide more detailed' accounts of the events and 
concepts mentioned in this manual. For the teacher who 
does not have a principles text at hand, we recommend 
the use of the JCEE's Framework for Teaching Econom- 
ics: Basic Concepts (Part I of the Master Curriculum 
Guide in Economics). 1 The Framework is a concise 
"statement ~ofthe*basic concepts and generalizations for 
teaching economics. It summarizes the structure arid 
substance of economics as understood by the majority 
of economists and economic educators. 

Our economic history is exceptionally colorful> and 
wealth of fascinating material can be found to spark 
student interest. Because of limitatipns.of space, in this 
book we have, not been able even to touch upon many 
of the most interesting events and people whose exploits 
enliven the pages of history. The teacher who takes the 
time 16 delve into American economic history will be re- 
warded with accounts of tfie attempt in 1869 by Jim Fisk 
and Jay Gould to corner gold, of the Erie Railroad scan- 
dals, of -"wildcat banking, of great; labor struggles, and 
countless otheroccuirences that hadeconbmic implica- 
tions. If time permits; one can obtain much from biog- 
raphies of outstanding' labor leaders, entrepreneurs,, and 
inventors. Iri short, this book is nothing more than an 
outline— one must look further for important details. 



THE TOPICS 

c 

» ♦ 

possible in this small book, the teacher who is unfamil- 
iar with the term is expected to use a standard econom- 
ics textbook to acquire the necessary tfriderstanding. 
(ThisJs the case, for example, with the laws of absolute 
and comparative advantage in Topic 2.) 

Of course, in almost every topic we c<$uld have^n- 
cluded an even greater number of economic concepts. 
Furthermore, the placement of the concepts is somewhat 
arbitrary. The topic of monetary instability, fgr exam- 
ple/is one which pervades all of our history and thus we, 



2. Most textbooks take a chfrnological'approach, although a few 
recent ones have used a topical or topical-chronological organi- 
zation. This manual can be used with either type. 



could have included inflation and/or deflation in many 
. topics. We made our choices on the basis of the place- 
ment that seemed to provide the best opportunities for 
relating;economic principles.to historical events in an in- 
teresting and meaningful way. Often, the same economic 
jconcept will appear in several topics. Principles under- 
lying trade, for instance> can be introduced at the very 
beginning and then repeated with increasing degrees<of 
complexity throughout the course. In this way, the stq- 
dents^will reinforce earlier learning^proceed'from the 
simple to the complex, and see how a tiasfc analytical 
tool can be applied in a variety of situations. 9 
• Discussion questions follow the brief introduction 
-to each topic. They vary in difficulty in order for teachr 
"^fslo^Haveli selection from which to choose those best 
suited for their own classes. The teacher should feel free 
to use the questions in a different order, to xfcvise their 
wordings, omit some, and add others. Some questions 
are "fact oriehted," but the facts elicited will invariably 
lead to an analysis of how or why the matter arose or 
turned out as it did. Many questions deal with content 
found in most high school history texts and thus with 
material familiar to the teacher. The economic concepts, 
facts, problems, *or principles relating to some of the 
questions may not be self-evident from the wording. 
Therefore, the relevant concepts appear in boldface type 
wherever we thought straightforward identification 
would be<helpful. 

SOME NOTES ON 

Teachers todaylcnow that they must plan their les- 
sons so* as to involve each pupil as directly and person- 
ally as possible in the lessons. Therefore, this' manual 
emphasizes inductive teaching associated with develop- 
mental-discussion, inquiyy-discbvery, and problem- 
solving approaches. It provides related student activities 
and discussion questions appropriate for various types 
of lessons: group work, simulations, problem-solving, 
case studies, panel discussions, independent study, and 
even an occasional lecture. 

A developmental-discussion lesson is one in which 
the students attempt cooperatively to wnd solutions to a 
problent that the, class has accepted as worthy of study. 
The main and subordinate concepts of the topic are de- 
veloped through a half-dozen stimulating, thought-pro- 
voking key questions which serve as the basis for class 
.discussion. Properly constructed, the. key questions, 
when analyzed by the students under the guidance of * 
the teacher, .will focus discussion oiTthe essential con- 
cepts connected with the problem chosen. The develop- 
mental-discussion lesson is "teacher-dominated" in the . 
sense that it is the teacher who determines the aim, con- 
tent, and materials. It is a method that keeps the discus- 
sion relevant to a few fixed targets, forcing the students 



Finally, we offer a number of suggested activities 
for each topic. In this publication, questions serve as 
springboards from which students can plunge-into a 
wide variety of investigative, inquiry, and discovery ac- 
tivities. Since we are aware that students learn not only 
by reading but by observing, listening, reflecting, ana- 
lyzing, and discussing their ideas with others, our sug- 
gestions include interviews, role-playing, films, film- 
strips, talks, field trips, community resources, and visits 
to local museums and other places of historic interest. A 
course in U.S. history should also make use of cartoons, 
simulations, games, folk songs, the popular arts, litera- 
ture, and the like. We expect, in addition, that teachers 
will use newsmagazines, newspapers, the tape recorder, 
television, the overhead projector (with homemade or 
commercially prepared transparencies), and videotape, 
if available, to examine current economic history and to 
facilitate the learning of concepts. Many contemporary 
American history texts have lists of novels that can be 
used to prove or illustrate a point. We suggest some 
ways in which novels and other bookscan be used by 
^classes or by individuals. 

Naturally, the teacher will select those activities 
that are best for a particular class and that, in the teach- 
er's judgment, can best save to achieve the aims^of a 
given lesson or unit. No teacher of U.S. h ; $tory can use 
more than a portion of the suggestions we proffer. 



METHODOLOGY 

to distinguish facts from opinion and to use the histori- 
cal method or the cools of the economist as appropriate. 

Both the inquiiyKliscovery and the developmental- 
discussion lessons are designed to develop concepts by 
student answers to challenging questions put by the. 
teacher; both emphasize cooperative problem-solving 
by the students. Yet the inquiry lesson differs from the 
developmental lesson in several respects: 

•* The inquiry lesson is open-ended; the developmen- 
tal lesson is planned in a logical, sequential fashion 
t9 arrive at a specific, predetermined conclusion— 
the teacher's conclusion. 

• The content outline of an inquiry lesson tends to be 
less detailed, and places less emphasis on the logical 
development of content. 

6 

• Inquiry questions; are of necessity also open-ended. 
The anticipated responses- are too* varied. and di- 
verse to be indicated in the content section of the 
daily lesson plan. The pivotal questions of a devel- 
opmental lesson have specific anticipated answers, 

• - Inquiry lessons may extend over several days. A 



developmental lesson is designed to be completed 
in a single period. 

• Inquiry lessons tend to have wider aims. For exam- 
ple, an inquiry lesson on the Great Depression is a 
"power lesson" that seeks to discover the general 
causes- and cures of business slowdowns in a free 
market economy. A developmental lesson on the 
samp subject usually stresses the causes of and 
the attempts to cure the depressed conditions of 
1929-39. 

• Inquiry lessons usually make use of primary source 
materials; developmental lessons are commonly 

• based on secondary sources. 

• In inquiry-oriented classes the questions asked ajnd 
the procedures followed of ten are (and ought to be) 

more important thamthe answers given. Develop- 
mental and expository lessons stress the logical an- 

9 

swer. 

In essence,, inquiry is "a self-mptivatihg method of 
learning. Students nowadays are interested in real prob- 
lems of immediate concern to themselves and to society 
-problems such as poverty, racism, pollution, and 
drug addiction. In relating economics to American his- 
tory, a teacher can bring the past nearer by using a 
yesterday-today approach. By :interweaving then and 
now,, the environmental battles of today can be com- 
pared with those in Theodore Roosevelt's time. Simi- 
larly, just as Upton Sinclair'^ book, The Jungle, aroused" 
public opinion and led to the passage of the Meat In- 
spection Act of 1906, so Rachel Carson's Silent Spring 
sparked the * present-day campaign against harmful 
pesticides. 

Thoroughgoing inquiry is almost bound to be inter- 
disciplinary. For example,*some of the problems of par- 
ticular concern today— sexism, racism, crime, and drug 
abuse -are often thought of as predominantly social 
problems, but they\also have important economic as- 
pects. In Inquiry in the Social Studies Classroom: A 
Strategy for Teaching; Barry K. Iteyer writes: "Inquiry 
teaching is creating and conducting learning experiences 
which require students to go through the same processes 
and to develop or employ the same knowledge and atti- ' 
-tudes they would use if they were engaged ih indepen- 
dent rational inquiry." 3 

Obviously, inquiry teaching places cpnsfderable re- 
sponsibility on. the teacher. Students must first be 
encouraged to sense and 'select, significant histprical 
problems, of an economic nature and then1*e,guided to, 
engage in a persistent, organised and serious search for 
.satisfactory answers to these problems. In* fhe process, 
the teacher must help students to clarify and test the 



3. Cofumbus,\Ohio: Merrill Publishing Company, 1971, p. 53. 



ideas that they raise about the problem they have tack- 
led and assist them in leaking rational decisions on the 
basis of their personal values and the data on-hand. Oc- 
casionally She teacher must prod students with challeng- 
ing questions. This kind of help is especially^ important 
if students have grown accustomed to being told alt the 
answers. Above all else, the teacher mustencourage stu- 
dents.to set a goal for their inquiries. 

Fivejjossible goals, or aims, come readily to mind: 

s 1 . Starching for a solution to a problem. Can voluntary 
c price and wage controls in peacetime check inflation? 

2. Answering a question. Why has a military-industrial 
* complex emerge^ in the United States since World 
"War II? 

3. Satisfying curiosity. Why are presidents of the 
United States frequently in conflict with t}ie Con- 

, * gress? ( \ 

4. Resolving a value conflict. Is-lfcright for the United 
States to reduce economic aid to developing nations^ 

5. Validating a generalization, the consumer has been 
the "forgotten man" chiefly because the consumer 
wasn't adequately represented in Washington prior 
to the advenbof Ralph Nader. 

In the past, history teachers used expository and 
developmental lessons to guide their students to logical 

* and largely predetermined cohclusions in terms of the. 
factual and conceptual data the tethers presented dur- 
ing the lessbn. (Jn many cases, of course, the teacher's 

- conclusions were both logical and valid.) In genuine in- 
quiry, however, most "answers cannot be predetermined.. 
The goal of a teacher .who uses? inquiry teaching 'tech- 
niques is not to lead students to conclusions predeter- 
mined by the teacher. For'this reason many of the ques- 
tions we pose in this booklet are open-ended. They are 
so phrased that students must reach their own condu-, 
sions on the basis of infoim«|tion,at iheir disposal; This 
does not mean, hoiyever> that inquiiyrdiscussion tech- 
niques are designed to encourage aimless argument and 
purposeless "bull sessions/ Nor should teachers think of 
inquiry as an applied follow-up to a two-week unit that 
the class has just completed. That would constitute a 
misapplication, of this teaching technique. 

In a specific social science: like economics, genuine 

1 inquiry involves the pursuit o( knowledge using the 
tools and methods of social scientists in order to^arrive 
at verifiable conclusions. While this is the ideal/ there* 
. ark very real practical limitations to the achievement of 
this worthy goal at the secondary school level. In this 
' regard, critics ask sojne searching questions. Can high 
school students master the: tools of the economist and 
the historian in tfie limited time available? Can high 
school* students reach valid ior verifiable conclusions on 
the basis'of the meager data they often get? Inquiry in- 



volves access to a wide range of pMntpd materials and 
other sources and it assumes that the student can under- 
stand them. Can students handle^sophisticated statistics, 
and complex economic arguments? Ate their teachers 
able to give them the'guidance they may require? the 
answers are, of c H ourse, obvious. What we as teachers 
should tell ourselves and our students is that they are 
engaging in inquiry and discovery exercises in which * 
they attempt to use the analytical tools taught by teach- 
ers and textbooks. Such exercises enable students to ac- 
quire the flavor of research, experience in the use of the 
tools of the economist and the historian, and a taste of } 
the excitement that scholars who are at the cutting edge 
of a discipline experience. 

Because students grow tired of the exclusive use of 
only one method, the astute teacher will provide a bal- 
anced diet -r narration, description, explanation, memo- 
rization, and the acquisition of factual knpwledge. Nev- 
. ertheless,. inqAry should be used as often as possible. 
Think of inquiry as one of the ways to involve students 
more directly, to stimulate their critical thinking, to re- 
vitalize the past for them, to bring the real world of the 
present into the classroom, and to speculate about the 
future. 

Inquiry and discussion are inseparable. Inquiry en- 
courages students to satisfy their curiosity and to learn * 
on their own through problem-solving. Discussion 
enables them to clarify their views and to test their 
hunches through dialogue ^ With their classmates and 



their teacher. Since the students are discussing contro- 
versiaUssues, the teacher must make sure that. all sides 
of the controversy are fairly representee!. One must also . 
make it plain to the class that the emphasis of inquiry- 
discussion is on truth and riot on winning the argument. 
The reward for both pupils and teacher will be a lively, 
purposeful learning experience. With students indepen- 
dently in hot pursuit of truth, teachers can at last serve 
in the roles they enjoy most— resource person, guide, 
mentor and, occasionally, "devil's advocate." 

A purposeful interchange of ideas does *not, of 
course,, occur automatically. The teacher must first 
establish^ democratic social climate in the classroom, 
which is characterized by worthwhile activity, individ- 
ual initiative, and freedom of expression. Such fen atiho- 
sphere is absolutely essential in an inquiry-oriented 
cl^fcfroom because students must be constantly chal- 
lenged to prove their arguments and to defend, their 
theses. They must also work together iniriendly fash- 
ion, ^accept their fair share of responsibility, and look 
upon rthfir teacher; ; by virtue of maturity andprepara-- 
tion, as the group leader. Only in a democratic class- 
room will the- very #t of airing opinio:' through honest 
discussion relieve^tensipns and reinlorce social skills 
such as tact, courtesy and the willingness to accept x con- 
structive criticism. Moreover, purposeful discussion 
builds respect for scholarship by requiring analysis, the 
citation of sources, accurate facts, and pertinent quota- 
tions.^ 



GUIDELINES FOR INQUIRY-DISCUSSION LESSONS 



Worthwhile -lessons are rarely the result of spon- 
taneous generation; they are the outcome of careful 
planning. An inquiry-discussion lesson is no exception * 
to this rule. To help the teacher achieve lively, purpose- 
ful inquiry-discussion, we present four major guidelines: 

1. Create t(ie Right Atmosphere 

The^first step in achieving effective inquiry-discus- 
sion is to establish objective standards for judging the 
rationality of the arguments and the validity of the posi- 
tions' taken by the students. It is best to arrive at such 4 
standards cooperatively through pupil-teacfeer planning, t 
for then the rules are based on the consent* of the gov- , 
erned. Further, students must accept the fact that all 
opinions are not equally valid. Some are plainly^ wrong 
or untenable. Some violate the spirit of a democratic % * 
society, our .constitutional, freedoms, our common hu- 
manity, or our traditions. In addition, the class must 
be prepared to assume a questioning attitude toward* 
sources of information and the interpretation of "the 
facts" (including the value judgments involved); as class-; 
mates present arguments. The students must understand 



clearly that inquiry-discussion is designed chiefly as an 
opportunity to develop and clarify their .own views. In 
fact, the teacher as the group leader 0 should point out, 
from time to time that changing one's mind in the light 
of new evidence and valid reasoning denotes maturity, 
and is not a sign of weakness of resolve or inferiority. 

2, PrepareMhe Class for Productive 
Discussibn 

Tfre first step in stimulating productive discussion 
is to choose a suitable problem. A picture, quotation, 
cartoon, or newspaper clipping will often arou^inter- 
est in the topic. Usually, a historic controversy can be 
revitalized by a "then-now" approach. Thus the encoun- 
ters of the modern-day women's movement can btfcom? 
pared with the suffragist battles, a current strlk<3vith a 
"classic^ example of the past such as the Pullman strike, 
and the activities of "Nader's raiders" with the expbs^of 
the muckrakctrs of Theodore Roosevelt's day. 9 

The second step ft to brief the class on background 
information that pertains* to the question under discus- 
sion. This can be accomplished in three ways: (1) by as- 



signing relevant reading or oy reviewing pertinent infor- 
mation, (2) by A ^wing a picture* cartoon, film/ or film- 
strip that depkis the highlights of ihe issue under re- 
view, and (3) by distributing material or projecting a 
transparency of it. 



3. Guide the Discussion 

The teacher as group, leader must take an active 
part in guiding the discussion toward educationally 
worthwhile ends. A successful discussion can be achieved 
by doing the following: * , 

- First, the teacher should orient and motivate the 
discussion by focusing on a specific, concrete aspect of a 
topic, issue, or dilemma.with which the students can feel 
involved. The classroom setting is important. Often the 
very arrangement of the seats and table wiirhelp to 
create the proper psychological and physical climate for <■ 
inquiry-discussion. 

Second, the teacher must state the problem con- 
cisely and set the boundaries by analyzing the nature of 
the conflict. An astute teacher will arrive at these mat- 
ters through class'consensus, knowing that only if this 
has been done first can one direct attention to the under- ' 
lying economic principles,, values, concepts, and theories 
involved in the problem in the inquiry-discussion ses- 
sion that follows. Moreover, in formulating the. aim of 
the discussion as a problem in the form of a question, 
the students will gain valuable experience in such critical 
matters as how to judge, how to ask questions, how to 
seek information, How to analyze, how to evaluate. 

Third, the teacher must be especially active and 
alert during the elaboration of the arguments. This 
phase qf inquiry-discussion involves the use of facts, 
quotations, and sources, and the interaction of the class. 
It constitutes the very heart of the discussion. Here the 
teacher should place emphasis on points of agreement as 
well as difference. Here the students wili see once again 
that not every issue has a single correct answer. 

The knowledgeable teacher will encourage students 
to introduce historical analogies^ Forexample, the rights 
of neutrals were involved in all three world conflicts in 
which the United States became embroiled, beginning 
with the Napoleonic wars. Analogies can be compared 
and contrasted. Students should be urged to look for 
unifying economic principles that can be derived or il- 
lustrated by analogy. « 



In the course df the discussion, the teacher may oc- 
casionally engage a single student in Socratic dialogue in 
order to expose inconsistencies,, myths; and stereotypes. 
Otherwise all members of the class should participate in 
the discussion; no small group of glib or articulate stu- 
dents should be permitted to dominate. The same goes 
for "prima donnas? of either sex. Finally, we are old- 
fashioned enough to believe that in order to be effective 
every lesson (even a discussion) should end with a suitf- 
mary. ° 

At its conclusion, each inquiry-discussion session 
should also be evaluated. Ideally, even niri-of-the-mill 
inquiry exercises should be followed by some sort of 
planned action, for example, writing a letter to an editor 
or adopting a resolution Chat states the consensus of the 
class. * 

4. Choose an Appropriate Discussion 
Technique 

We have already pointed out that many of our dis- 
cussion questions and activities for 'investigation, , 
inquiry, and discovery for the twenty;one topics that 
follow can serve as* springboards or motivations for 
inquiry^iscussiog. Some, of the best class discussion is 
inforinal-led by the teacher or by a student who has 
made special preparation for the session. Such discus- 
sion flourishes in enthusiastic committees and in "buzz 
sessions" (in which the class is divided into groups of six 
or f ewer). 5 Small-group discussion should, of course, be 
summarized for the benefit of the entire class by a mem- 
ber of each cpmmittee or group in the closing portion of 
the class period. < 

"Structured" discussion -panels, roundtables, fo- 
rums, and town meetings -should always be followed 
by open class discussion of the topic at issue and by 
c class evaluation of the presentation in terms of criteria 
previously agreed upon. Panels, forums, and the lite 
are more successful if the participants volunteer and if 
rigorous preparation precedes the actual presentation. 

Inquiry-discussion can be a waste, of time if it is 
dominated by a handful of smooth talking; opinionated/ 
misinformed, irrational "windbags'." It can truly be a 
"seedbed of thought" if it is;properly motivated, struc- 
tured, prepared, and pointed toward finding solutions 
to gjenuine problems.Jy adhering to' the four guidelines 
mentioned above, teachers can help avoid the perils and 
reap the advantages of inquiry-discussion. 



Topic 1 o ° . 

The Explorers and the 
Early American Colonies 

Economic Facts, Concepts, Principle*, or ProWems 

\ 0 ► * Economic motivation of voyages ^ . « 

► Economics, goods, services, wealth ' 
* Profit motive o 

► Importance of labor, specialization, * 

and productivity ■ » * , 

Most teachers of Americarfhistory start their courses Economics can be defined as the* study of those 
with a unit on the explorers and the early American col- principles that«reiate to the allocation of scarce resources 
onies. Jhis period of history presents opportunities to among competing goals, or the study of how people sat- 
include a number of important economic facts and con- isfy their wantefor goods and services. It deals with the 
'cepts. It should be realized that by including .economics manner in which goods and services are produced, dis-' 
in a history unit one does not sacrifice other content. On tributed, and consumed. This definition (along with 
the contrary, the relevant economic concepts will greatly . definitions of the terms goods, services, scarcity, re- 
enrich the unit and will help the teacher to relate history sources, allocation, production, distribution, and con- 
to the present; Because many (if not most) students fail sumption) fchould be presented to the class early in the 
to see the value of history, it is incumbent upon the course. Students' own ex^riences can provide illustra- 
teacher to show theqtt that a knowledge of history isjm- tions. For example, the teacher might ask the students fo; 
portant because it-helps us to understand current prqb- list things they would like to have or dp. The student 
ferns afld issues. For example, we are better able to un- « jvho would like to have an automobile and would also 
derstand the demands made by women, by black people, like to spend the summer in Europe, but who cannot af- 
and by other minority groups if we kno^ something ford both, must decide between them. If the student 
about the history of the treatment of women and minor- chooses th^car, the opportunity cost to the student is 
ity groups in the United States. One can better .tinder- the trip to Europe that is forgone. It can also be shown 
stand our governmental system if one knows how and th?t the capital, labor, and material used ty producing 
why the federal system developed. 0 the automobile could have been used for, the production 
Comparisons can be made between the explorers in of som* dther item. The opportunity o(>st of the car, 
early American history and space exploration today. A then, is the next best array of goods ami services that 
basic economic problem is that productive respurces c are 5 could have been produced with those same resource), 
scarce relative to the demand for the goods and services 

those resources can produce. The governments that are _ * | 

sending people to the moon or exploring space today are 1 he *uttks of Spairi and Portugal who'ajpeed to fi- 

lising Resources that could be employed in the produc- nance explorations certainly had economics in mind, 

tion of something else- that is, the opportunity cost of These nations had been.buying the products'of Arabia^ 

space exploration is the next best preferred use of the. India, and China. (It was realized long-ago that trade 

goods and services being sacrificed; It is hoped, of can increase the level of living by providing a greater 

course, that there will be payoffs. Already we are reap- variety of goods.) The journeys wer^ difficult and costly, 

ing many benefits from the space program -conrynuni- however, and the rulers or Spain and Portugal were 

cations satellites, better weather forecasting, -and even seeking safer arid cheaper means of reaching the East, 

improvements in medical technology, to name a few. They expected that" the benefits to be derived irom leam- 

The rulers of old who sent explorers to the New World ing about hew routes would eventually exceed the costs 

likewise expected a return on their investment. In short, of exploration -although the term benefit-cost analysis 

there were economic motivations behind the voyages of had not yet been invented. > 
discovery. Students should know and understand these 0 The discovery that gold and silver existed in abun- 

economic factors. \ dance in parts of the New World induced further expedi- 
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Uoris. After mentioning this lust for precious metals, the 
class's attention should be shifted to an explanation of 
the nature of wealth. In economics, weafth is riot ah ac- 
cumulation of valuable objects or goods per se, but is 
any useful asset - land, and other natural resources, ma- 
chinery, buildings, means of transportation, and the 
like, that can be used^tp.produce and supply other 
things which<are in demand. In othfcr words, wealth 
consists of whatever has the capacity^to satisfy wants 
for goods and services. Perhaps Spain made some tem- 
porary gains through finding immense amounts of gold- 
and silver. In the long run, however, the furs, timber, ^ 
fish, iron ore, and good farm landMiscovered by other \ 
nations turned out to be much mgre advantageous. Stu- 
\. dents should understand, then, tfilt there is a difference 

* between wealth that is used productively and wealtli 
that is hoarded. For example, note the jfethetic attempt 
of the first Jamestown settlers (1607) to find gold at the\ 
expense of efforts to create means of producing goods of \ 
practical value. (All but 38 of those first 104 settlers died * 

' within a year.) Upon taking control of the Jamestown 
c colony, Captain John Smith stated an important ^eco- 
nomic maxim -"Nothing is to be expected thence but by 
labor/ fc 

- There were other economic lemons in the James- 
town experience. Under Smith's direction, the settlers 
built houses, duga well, 'digged and planted" the ground, 
cultivated corn, and raised "pigs and duckings." The 

* rolonists J>egan to manufacture a varie ty of p roducts, 
including tar, pitch, soap, glass, andlish nets. Ira|F~~ 
peared, however, that they were attempting to do too' 
much with their existing productive resources. John 
Rolfe had die answer -specialization. First, Rolfe noted 
that smokers in England preferred the "Spanish" tobacco . 
grown in Trinidad to the Indian tobacco of Virginia. 
The greater demand for the Spanish tojbacco resulted in 

* ' higher prices for that tyjte. A piece of land was set aside 
for Rolfe s experiment, and it was found that the Span- 
ish type grew better than the native Indian tobacco. 
When samples were sent to London, experts declared 
the former to ht superior and offered a high price for it. 
Here we have a good illustration of how consumer de- 
mand.can.help.direct production. Virginia's productive 



resources were quickly shifted ^o the production pf 
Spanish, as guided by the "money votes" of the ; London 
* consumers. By specializing, the Jamestown colonists be- 
came more efficient producers and the colony began to 
prosper. (Of course, there are opposite cases where tui- 
tions or areas need to depart from one-crop or one- 
product specialization and diversify their economies.) 



At mis point, you can introduce the profit system. It 
was the prospectof profit that led the colonists to con- 
centrate on tobacco production. Profits should be de- 
, fined here as the-amount~dM~fim's-rw^ 
mains after all factors of production have been fully * 
compensated. (Consult a standard textbook on the prin- 
ciples of economics for a more detailed discussion xA 
how profits are computed and be sure to distinguish be- 
tween the economist's definition of profit and that of an 
accountant. For example, in computing total coists the 
economist will include implicit costs, such as the rental 
value of land that the proprietor of a business may own 
personally and uses in the production process.) The 
profit motive was a factor in the founding of the early 
English colonies, and in the profit-seeking activities of 
the Plymouth Company and the London Company. 

Although' the London Company lost money, there 
are valuable lessons in the econoinic activities of the 
Plymouth Company settlers. Ttey wasted no time" 
-sear ching fo r g old; but realized from the start that sur- 
vival and progress depend upon work, and production. 
The importance of productivity cam be shown here. Dis- 
cussing the efforts of the Pilgrims to increase their pro- 
ductivity leads to some interesting findings. Why did 
commurial planting fail, for example? Why did they o^ 
tain bette* results when people owned and cultivated 
their own fidds? (Similar Results are obtained in the So- 
viet Union, where the output per hour of labor is vastly 
greater on privately owned and cultivated plots than on 
communal property.) The eariy American colonies also 
found that the work of, indentured servants was not as 
efficient as that of free labor. Incentive, then, is an im- 
portant factor. 



DISCUSSION QUESTIONS 

i 

/. Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. The explorers of the Space Age are often compared with 
^tbe explorers of the New World. 

- i - f 

(a) 'Whatfjare some economic reasons for taking the risks 
of exploration? 

Profit moBveT returns on investment; human wants 
are unlimited but productive resources are not. 



(b) How were the explorers of old like today's space ex- 
plorers? How did they differ7 

(c) Discuss important changes in technology and capital 
accumulation that were needed before exploration 

* Was possible either in the past or in recent times. 



(d) How has the technology of the Space Age affected 
your life? 

Importance of technological developments and of ac- 
cumulating capital to support innovation and explorA 
-tioh. How technological developments rdated to 
space exploration affect us all. 

2. Explain the effects of exploration, discovery, and coloni? 
zation on: . 

(a) the way of life of American Indians,* 

(b) the Italian cities; 

(c) the Atlantic powers of the sixteenth and seventeenth 
centuries (Spain, Portugal, England, France, and the 

Netherlands): 

Benefits derived from the discovery of new resources 
and from trade. 

3. One magnet drawing English colonists to America was the 
existence of cheap land. How might you have satisfied 
your craving for land if you had been: 

(a) a wealthy noble or merchant; ° 

(b) an indentured servant with the indenture completed; 

(c) a member of a New England church congregation set-, 
tling in a new area. 

Economic motives for migration* Importance of land as a 
productive resource. 



4. Captain John Smith said that in Jamestown "nothing is to 
be expected . . . but by labor." 

(a) Is the above statement true today? 
Importance of labor in production. 

(b) What is division of labor? 

Refers to both 

(1) Workers engaged on only a single or very few 
steps of a major task, 

(2) Workers employed in an occupation that calls 
for many skills, e.g., farmer, doctor, engineer. 

(c) How does division of labor increase production? 

In two ways: 

(1) By simplifying tasks, or 

(2) By concentrating on complex work that re* 
quires much training. < 

5. The mother countries and the colonies specialized in pro? 
during different products. 

(a) What was the reason for their specializing, for exanv 
pie, why did the colonists of Jamestown specialize in 
raising high-grade Virginia tobacco? 

° o 

(b) What was the colonists' economic advantage in grow- 
ing tobacco instead of trying to produce everything 
for their needs? 

. Efficiency in allocation of pro du ctive resources. 



(c) How was the price of tobacco determined in the Lon- 
don market? , v 

Demand and supply. 

(d) Why is it sometimes unwise to specialize in only one 
'or two products? 

Relying on a few products can be devastating if- the 
market for an important product collapses. 

6. Explain how subsistence farming differs from fanning for 
the market. 

7. Discuss the extent to which each of the following was im- 
portant in developing market farming in the South in the 
colonial period:' (a) geography; (b) availability of free 

land; (c) availabili t y of-money;- (d) - demand for staples 

(tobacco, rice, cotton). 

Importance of market demand in guiding output and the 
allocation of resources, ftofit inotrve. Factors essential foe 
production. 

8. According to mercantilist theory, gold and silver are the 
most important forms of wealth and the amount of pre- 
cious metal possessed by a nation is the major measure of 
its wealth. 

(a) How does the modern economist define "wealth"? 



Anything that < 
and services. 



l be used to satisfy wants for 



(b) Why was owning a big tobacco crop considered 
^"wMJAjn Jamestown? 

Futir bK& iTcoM l* wealth in the i 
sense; partly because it could be used Jtau 
nomk wealth, e.g. more land, houses, form 
menhy horses, and wagons, etc 

(c) Why are stocks and rx»ds; wealth? 

Dtstmgtttth between red wealth, which has the capac- 
ity to satisfy wants fee goods and senrices, and m 
. wealth. 

9. Explain how the economy of Western Europe was affected 
by the gold aid silver brought by Spain from the New 
World in the sixteenth century. 
When the supplies of goods and services do not increase 
nearly as much as do increases in the money supply, infla- 
tion— a rise in the level of average prices -results. 



10. 



I ex- 



isted at a low level of living < xxnpared with the poorest 
Americans today, and why m my Indians today still have 
low levels of living. 

Imp or tan ce of technology an< 'know-how^; cultural dif- 
ferences. 

11. In colonial times: 

(a) How did the methods of earning a living differinNew 
England, the middle colonies, and the South? 
Land as a productive resource; specialization. - 

o (b) What did the planter, die farmer, the merchant, and 
the artisan have in common? 



u 



(c) What divided them as independence approached? 

(d) Did they share attitudes on colonial government? tax- 
ation? trade with Great Britain? Explain your answer. 
Economic self-interest and political j 



12. Conditions in Western Europe in the sixteenth and seven- 
teenth- centuries were favorable for colonization in the 
New World. If you lived at that time: 

(a) Why would you have been willing to leave your na- 
tive land to begin Kte anew in a strange, distant, and 
dangerous place? 

Relationship betw e en scarce supply of resources and 
grown* human wants; growth limitations of pre- 
industrial tec hn ology. 

(b) In which of the early Spanish or English colonies 
woukPyou have wanted to settle? Why? 
Economic motives' few migration. 

13. How did the early colonizing and trading companies re- 
semble modern corporations? 

(risk by] 



14. What do economists mean by-froductivity? 

Productivity is the amount of goods and services pro- 
duced by ooe unit of productive resources during a speci- 
fied period of time. 

(a) What did the Pilgrims do to increase th eir p roductrvfty7 
Specialization. 

(b) " How can you, as a student, increase your own pro- 

ductivity? 



15. What is meant by Incentive"? Why is incentive considered 
important in economics? 

(a) . Why did indentured servants, on the whole, have 

greater incentives than Made slaves? 

Private ownership and personal gain as economic in- 

(b) What is generally considered the most powerful incen- 
tive in a free market economy? Why? 

The profit motive. 

(c) How do profits help to guide and direct economic ac- 
tivity? 

(d) To what extent does the profit motive exist in 
nist countries? 

16. Why did communal planting fail in Jamestown? 
Individual vs. colectfve < 



(a) Why do Russian peasants exert more "tender, loving 
care" on their own garden plots than on the collective 
farm as a whole? 

Private property ami individual gain as economic in- 
ceatives. 



(b) Would you be willing to join a fanning < 
the United States? Why 7 Why not? 

(c) Why do some people remain in business (for example, 
> small candy stores) when they barely make a living? 

Ho mtoammk mnt im L such as desim tote one's own 
boss; prestige of being owner of a 1 
one's work; inertia; lack of knowledge or sk* fori 



ACTIVITIES 



1. Individual research topics: 

(a) To what extent was the European manorial system 
introduced in colonies such as New York, Pennsyl- 
vania, and Maryland? 

(b) How dki the r^ssage of the Elizabeths 
feet colonization in America? 

(c) Were the Navigation Acts and Acts of Trade a benefit 
or a burden to the American colonies? Explain your 

— -answer_ _„ _. J 

(d) Whichitemsmthelistof27^ 

Hon of Independence were economic in character? Ex- 
plain these. 

2. "Ad** for settlers: Ask the students to prepare handbills or 
newspaper "ads" to attract settlers by describing die ad- 
vantages of living in the New World. 

-3. LocalWetory: Have the students consult local or state his- 
tories to learn about and report on vocations, trades, and 
industries in the area during colonial times. 

4. Role-playi^ Stageasociodrarram 

ish mercantile policy. The "cast* might include a colonial 



merchant, a strip owner a housewife, a British customs of- 
firial, and a farmer (who must buy only British products). 

5. Time fine: Have the dam construct a time line depicting 
"the im port an t economi c events leading up to the Ameri- 
can Revolution* perhaps in the form of a horizontal 
'mural,* consisting of pictures drawn by a commit tee of 
students on a long strip of paper. 

6. Diary: Ask the students as a special assignment to write? 
entries for ten days in the life of a frontier settler, a colo- 
nial fanner, or a merchant. 

7. Cartoons: Have the students draw cartoons reflecting the 
economic concerns of the colonists: tax collection, die 
need for capital, the dangers and hardships of pioneer 
farming* 

S. Town mcetk*. Have die dam imagine itself as a town 
meeting in New England discussing a question of current 
economic interest: the care of the poor, or the imposition 
of taxes to build a new elementary school or a bridge over 
a stream. 



15 



9. Group reports: Ask committees of students to investigate 
the following topics: . 

The "Bread Colonies" 

Why New Engenders turned to the sea 

The triangular trade in fish, rum, and slaves 

The labor system in New England 

From indentured servant to slave in the South 

'After the committee m e mb er s have discussed their topic 
among themselves, let them report their findings to the 
class as a whole organized as a Seminar on Colonial Eco- 
nomic Life. 

10. Reports on visits: Ask a student wfio has visited Colonial 
Williamsburg, Sturforidge, or other places of historical in- 
terest to report oh vocations and trades during colonial 
times. Brochures, snapshots, and booklets can be used to 

' illustrate the talks. 

11. Sododrama: Let the members of the class imagine that 
they are adventurous Europeans living during the 17th 
and 18th centuries/ Select teams of students to study the 
economic resources of the various colonies by consulting 
r e fe ren c e works and their textbooks. Then have them start 
a promotion campaign to convince their neighbors to em- 
bark for the New World* Each team might consist of a 
captain of a sailing vessel, a ruler or proprietor, a repre- 
sentative of a trading company. 



12. Panel dim m km: How economic forces shaped the Kves£ 
and the economy of die New England, the Middle and the 
Southern Colonies. 

13. Picture display of the colonial period: Using in opaque 
projector, have the students project paintings and photo- 
graphs reproduced in American. Heritage Magazine (and 
its special topical volumes) to illustrate economic activities 
in the New England, Middle and Southern Colonies dur- r 
ing colonial tunes. 

14. Use of local kmmeam resources: Take the class on a visit to 
the local museum of the local historical society to view ex- 
hibits of the colonial period— looms, spinning wheels, 
agricultural implements, household articles, etc. 

15. Glossary: Encourage each student to keep a card file on 
new economic terms with their cfefinitkm. Keep the cards 
in alphabetical order for ready reference. 

16. Dramatization: Have a committee of students write a skit 
' telling why the early settlers deckled to follow John Roife's 

suggestion that they specialize in tobacco growing, using 
seeds of the "Spanish variety/ 

17. Map sldlb: Prepare mi m eogr a phed outline maps of the . 
Eastern seaboard and the. West Indies showing the trade 
routes between the American colonies and the products 
traded. 

13. Writing a charter: Have the students draw up an imagi- 
nary royal charter for a company like the Plymouth or 
London Company which expect to settle colonists in 



America. Include such items as the purpose of the com- 
pany; the rights of the stockholders; and the privileges, 
obligations and responsibilities of the colonists. On the 
basis of the charter, discuss possible conflicts of interest 
that might arise. 

19. Charting: Have the students summarize in chart form the 
advantages and disadvantages of the Navigation Acts and 
Acts of Trade for (a) the mother country (b) the colonies. 

20. Personal letter: Have students, in the role of colonists, 
write personal letters to friends in London complaining 
about British restrictions on colonial trade and suggesting 
remedies for die situation. 

21. Oral reports:. Assign the following topics to int ere st ed 
students, who should prepare themselves to give brief 

« reports to the das* when the assigned topic comes up in 
the course of the unit on the colonial period. . 

Land and water transportation in the colonial period 
The joint stock. company, ancestor of todays cor- 
porations 

Immigration to die New World in the eighteenth cen- 
tury 

Slavery in the colonies and Europe in the eighteenth 
century 

Adam Smith's criticism of < mercantilism 

*22. BhMtrig The Jamestown Settlement presents a detailed 
analysis of the founding of the fM permanent Engbhset- 
dement in North Anierka and the carry stnig^ of the col- 
ony for exigence. (Color, cassette, teacher's guide; Muki- 
Medii IVoductkw) 

23. Cw "Market." The purpose of this game is to demon- 
strate how price is established through changing demand 
and supply conditions. (Teams of sbc, up to thirty partici- 
pants; Didactic Systems, Inc.) 

24. Recording: Play Sotoc^^ 

songs sung by Burl Ives— to set die mood for the discus? 
skm of the lives and problems faced by the colorasts. (En- 
cyclopedia Fibm) 



25. Models and drawings: Talented students may be inter- 
ested in making models or dra win gs, arid in some in- 
stances, dioramas, of pioneer cabins, plantation homes, 
forts, stage coaches, took, and articles of furniture and 
clothing of the colonial period. 

26. lUm s tiip: Show Profits: Fuel of the Economy to illustrate 
the role of profits in a private enterprise system. (Color, 
cassette or record; Set m, American Blmstrip Series, 
McGraw-Hai) 

27. Hbastrip: Dtecovery mtd Exploration. Examines the end of 
feudalism in Europe, the first voyages, of discovery, the 
conquest of Mexico, the* explor at ion of North America, 
and the revolutionary developments in European science 
which opened die modern era. (Color; 5 filmstrips with 
cassette for each, teacher's guide) 
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25. Film: Woman's Role in Early America. Provides well- 
rounded comparison of the role of women in colonial 
America with their role today. (16 mm., black and white, 
30 min.; National Educational Television Rim Service) 

29. Reading: Read to the class Adam Smith's classic descrip- 
tion of specialization in a pin factory as a springboard to a 
discussion of the advantages and disadvantages of divi- 
sion of labor. 

30: Problem for analysis: Traditionally, life in the English 
colonies in America has been viewed as something of a 
'golden age' for white women. The relative scarcity of 
women in the early colonies gave them high legal status, 



and their vital economic-contributions to the household 
made them almost equal to their husbands. If they wished, 
they could ev,en find employment outsidethe home." Now 
new women's studies have raised serious doubts about the 
validity of most of these contentions: 

(a) To-what extent was an American Iroquois Indian, 
woman of the seventeenth century more independent 

. than a colonial white woman? 

(b) Why did a colonial household need both a master and 
a mistress to function properly? 

(c) In what ways did the experience of women on the 
frontier differ from that of men? 

(d) Why has Ann Hutchinson been called a forerunner in 
the women's rights movement? 
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Topic 2 

The American Revolution 



Economic Facts, Concepts, Principles, or Probismc 

► Free enterprise and free trade versus 

economic controls and mercantilism 

► Taxation , . 

► Supply and demand 

► Monopoly 

► Free enterprise * 9 



The economic causes of the American Revolution are 
mentioned in nearly all United State history textbooks, 
but too often these economic issues are treated in a purely ' 
factual or descriptive way. The teacher who will take 
the trouble to deal with the basic economic principles 
underlying the economic aspects of the American Revo- 
lution will not only make the subject more meaningful 
to the students but will find that this makes it possible to 
relate the events of the revolutionary period to current 
issues and problems. Indeed, much of the current unrest 
throughout the world can be traced to some of the same 
economic difficulties that fanned the flames of revo lt in 
the American colonies. * 

The American colonies had enjoyed a considerable 
amount of economic freedom* (Contrast this with the 
Spanish colonies, for example, where the death penalty 
. could be imposed for violations of the extremely rigid 
restrictions on trade.) The advantages of free trade and 
economic specialization are weD illustrated by die fish* 
ing, ship-building, lumber production, and fur trade of * 
the colonists, for these activities enabled the colonists to 
exchange their output for money, or for goods produced 
elsewhere. The effects of increasing British restrictions 
on colonial trade and of increasingly effective enforce- 
ment of those mercantilist policies were deeply felt in 
the colonial economy. 1 Restrictions on trade have been 
causes of great concern in recent times as well. Note, for 
example, the problems the United States has had in re- 
gard to its economic relations with the Common Market 
and Japan. The tariff and other devices for impeding 
trade can be discussed at this point, with the leading ar- 
guments for and against trade restrictions being exam- 



1 . Mercantilism is the theory that precious metals are the most im- 
portant form of wealth, and that a country should export more 
than it imports so that others Will have ttf pay the difference in 
precious metals. It would be hard to find a modem economist 
who supports mercantilism in its classical sense; (See the dts- * 
cussion on the meaning of "wealth" in Topic 1.) 



ined and debated. The principle of absolute advantage 
and the law of comparative advantage may be used to 
help analyze these conflicting views. (Among the views 
to be taken into account are those of professional econ- s 
omists, theAFL-CIO, the tortile and steel industries, 
import-export industries, banks involved in foreign ex- 
change, and others who have an interest in the issue of 
freeb^vs.restrictiom.Itmigta 
pare these views with those expressed during the period 
leading up to the American Revolution.) 

Taxes also played a role in bringing matters to a 
head in the colonies. Here, one might examine the vari- 
ous purpptts of taxation and the kinds of taxes that ex- 
ist. Students should understand that they use many 
goods and services provided by government (roads, 
schools, public libraries, police and fire protection, pub- 
lic health facilities, and the like), and that taxes, are 
necessary to pay for these things and to meet the general 
costs of government. They should understand, however, 
that taxes can also be used fop other purposes. The Brit- 
ish tax on foreign goods was designed to discourage the 
American colonists from purchasing those goods, so 
that British merchants would face less competition, this, 
of course, increased the cost of living in the colonies. 

The effects of different types 
ined so that students will understand that excite and 
sales taxes are generally regressive- that is, they tend to 
take a greater percent of the income of poorer persons 
than of the richer, For example, let lis say that Mr; 
Adams has a weekly income of $600, while Mr. Brown 
earns only $300. They both purchase refrigerators cost* 
ing $400 plus a 5 percent sales tax, or $20. Let us assume 
that these refrigerators are necessities for both men. 
Now, the $20 tax represents only 2.5 percent of Mr. 
Adams's weekly income, but it is 6.7 percent of Mr. 
Brown's income. Thus, the tax is regressive-it takes a 
greater percent of the poorer man's income. Other types 
of taxes are proportional (taking the same percent of in- 
come) and progressive (the higher the income, the higher 
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the percent paid). There will be many opportunities 
throughout the U.S. history course to deal with the 
principles of taxation. The basic principles should be in- 
troduced during the study of the background of the Rev- 
olution, however. More detailed analysis can be made 
later, for taxation has been a continuing issue 
""throughout our history. 

The colonial boycott of British goods presents an 
opportunity to discuss this, technique of applying eco- 
nomic pressure. How effective can^ a boycott be? In 
what ways was the colonial boycott similar to more re- 
cent boycotts, such as some consumer attempts to bring 
prices down by boycotting supermarkets, black bojK 
cotts of white-owned stores to help bring about racial 
justice, and American boycotts of goods produced in 
Communist countries? In examining the effectiveness of 
boycotts, one can delve into such economic topics as the 
nature of demand, economic wants, and business prof- 
its. Attempts to boycott such needed items as food are 
probably less effective than boycotts of luxury items 
which the consumer can do without because the elastic- 
ity of demand is involved. (In simple term$, the demand 
for a product or service is elastic if sales change greatly 
as prices change. For example, if the price of fur coats 
rises by 10 percent and the sales drop by a greater per- 
cent — say, 25 percent — then demand for fur coats is said 
to be elastic. Demand for necessities tends to be inelas- 
tic. Suppose that the price of milk rises by 50 percent. 
The percent drop in sales will be less— say, only 12 per- 
cent.) If the teacher wishes to introduce supply and de- 
mand curves at this point, the boycott can be used'to il- 
lustrate the effect of shifting the demand curve to the 
left. Even if it is not deemed desirable to use graphs, 
however, a simple supply and demand analysis can be 
made and the law of supply and demand can be pre- 
sented in an elementary fashion. 

The 'problem of monopoly was an important one in 
the 1770s, and of course there is much concern today 
over business concentration and its effects upon the con- 
sumer. (By definition, monopoly means that there is 



only one seller of a product or service. This situation is 
hard to find in the real world, but business concentra- 
tion in the form of oligopolies-a few sellers -is quite 
common today, and some of the economic effects are 
similar to those that would stem from a pure monopoly.) 
WhenNihe British Parliament in May of 1773 passed a 
law enabling the British East India Company, to sell tea 
in America at lower prices than American merchants 
could profitably charge, the British company had a \ 
monopoly on the sale of tea. In this case, the consumer 
of tea seemed to be the winner, but angry colonial mer- 
chants were up in arms. The Boston TeaJParty and simi- 
lar incidents in Maryland/New Jersey, and New York 
resulted. The punitive laws then passed by Parliament 
included a ban on trade with any nation except Britain f 
and the British West Indies. Note the inclusion of these K 
^ restrictions among the^conamic grievances listed in the. ||'{ 
* Declaration of Independent. ~ IwU 

The year in which the American colonists^edarej^ 
their independence 1776 - was also the year in which L / 
Adam Smith published his famous book The Wealth of \ * 
Nations. Smith argued against mercantilism in favor of 
free trade. It could be interesting to have the students 
read the relevant sections of Smith's book and indicate 
in what ways his arguments might have applied to the 
economic situation in the American colonies. Smiths 
theories can serve to inform the class of the essential 
tenets of capitalism or free enterprise. It should be 
noted, of course, that although the free enterprise sys- 
tem forms the bads of the American economy, there 
. have been many changes and modifications with the re- 
sult that we have, in effect, a mixed economy -one that 
contains elements of several systems. 

Value questions need not be ignored in this phase of 
the course. Posing questions such as the following 
should lead to many stimulating discussions: 

Are economic freedoms worth fighting for? 

Is any one economic system (such as capitalism) 

superior to all others? 
When the economic interests of different groups 

clash, how do. we decide which group should 

have priority? 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that mjght be brought upln answering the Questions are pointed in hovy 
type (boldface). 



1. The- American system of free enterprise has helped to cre- 
ate one of the highest standards 'of living the world has 
ever known. 

(a) Define freedom of enterprise. 

Private ownership; profit motive; competition; mini- 
mum of government interference* 



(b) How does (1) the individual/ and (2) the community 
benefit from free enterprise? 
Lowwprfcesandco*;effictentalk>a^ 

(c) How did mercantilism differ from freedom of enter- 
prise? 

Government intervention and control; trade restric- 
tions; miiallocation of resources. 
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2. The United States today is a ^common market" of 50 states 
that enjoy the benefits of- free trade. 

(a) What is free trade? 

(b) What is a common market? 

Absence of trade barriers; common trade policy to- 
ward nonmembers, 

(c) Discuss the benefits we enjoy because free trade pre- 
vails among the 50 states; 

Economic integration; specialization and exchange; 
efficient allocation of resources. 

(d) If trade is so beneficial, why do so many countries im- 
pose tariffs pn foreign goods? 

Protection of domestic industries and of workers from 
foreign competition. * 

X American colonists objected to British controls on colonial 
trade and industry. , 7 

(a) Why did the colonists oppose tariffs and excise duties 
on imports? 

Effects of tariffs and duties on prices of products. 

(b) Why did they oppose monopolies, such as the tea 
monopoly enjoyed by the East India Company? 
Effects of monopolies on consumer prices and on po- 
tential competitors. 

(c ) If you lived in Boston in4773, would you have partic- 
i ipated in the Boston Tea Party?JDefend your answer. ? 

(d) Why were the British Navigation Acts and Acts of 
Trade resented by some Americans? ^ 

— E f fec ts of tradebarriefs^m comme rci a l interests. 

(e) In what ways did the American colonists benefit from 
the Navigation Acts? 

4. Why did the colonies develop an efficient merchant 
marine but few thriving manufacturing industries? 
Efficiency in the allocation of productive resources; effects 
of government policies. 

t 

,(a) Why did Britain encourage colonial production of pig 
iron? A 

(b) Why was Britain opposed to colonial manufacture of 
finished iron products? 

Protection of domestic industries; need for raw ma- 
terials. 

5. Show how the growth of American colonial trade and in- 
dustry increased the circular flow of goods, services, and/ 
money. \ 
Interdependence; specialization and exchange. 

6. The intention of British mercantilist regulations was not 
so much to interfere with economic activities of the colo- 
nies as to build up British commerce' and industry/ To 
what extent do you agree or disagree with this statement? 

.Why? 

Mercantilist theory; importance of commerce and indus- 
try; economic interdependence. 



7. One of the.basic causes of the American Revolution was 
the mercantilist policy of Britain. 

(a) What was the purpose of mercantilism? 

> (b)"How did mercantilist policies affect the colonies? 

Barriers to economic growth and development; ineffi- 
cient resource allocation. 

(c) Is mercantilist theory sound? Defend your answer. 

(d) To what extent is mercantilism practiced today? 
Use of tariffs, quotas,, other trade barriers. 

8. The American colonists enjoyed a considerable amount of 
economic freedom, especially before the French and In- 
dian War. . 

(a) If you were an American colc^rlivirig"m-New York 
in. 1750, what economic opportunities would have 
been open to you? 

Free enterprise;, freedom of contract; free markets; 
competition; profits. 

(b) Contrast the advantages of free trade and economic 
specialization that you might have had in colonial 
times with the effect of the restrictions on trade with 
the Spanish colonies. 

Specialization and exchange; effkient allocation of re- 
sources; effects of trade barriers. 

9. Restrictions on trade have always been of great concern. 

(a) How did the Americans react to increasing British re- 
strictions on colonial trade and increasin gly effective 
enforcement of mercantilist policies on the eve of the 
Revolution? 

Effects ofteade barriers on consumers and merchants. ■ 

(b) Explain how increasing-competition from Common 
% Market countries (such as Germliny)^d from Japan 

has caused problems for American manufacturers^ 

workers and farmers in recent times. 

Effects of foreign imports on domestic markets: - 

(c) If West Germany could produce both cars and wine 
more cheaply than France, why might Germany still 
decide to specialize in auto production and buy wine 
from France? 

Laws of absolute advantage and comparative ad vjuv 
9 tage; specialization and exchange. 

(d) How does a comparative advantage in trade differ 
from an absolute advantage? 

10. Although tariffs are federal taxes on imports, one politi- 
cian has referred to the tariff as *a local issue " People's 
views on trade often depend on what is produced in their 
particular area. Explain how the views of the following on 
the protective tariff might differ; professional economists; / 
leaders of the AFL-CIO; manufacturers of textiles and 
steel; export-import industries; bankers involved in fi- 
nancing foreign trade. 

11. How did the French and Indian War tend to bring the 
mother country and the colonies together? 

' 20 



12. Why did the American colonies and Britain need one an- 
other before the French and Indian War? After the war? 

• Economic interdependence; specialization. 

13. Why did changes take place in the arguments of the colo- 
, nists concerning British taxation and regulation between 

1763 and 1775? 

Payment for cost of war (British debts rose about £70 mil- 
lion). 

14. As a British subject, how might you have felt about the 
colonial claim of "no taxation without representation"? 

15. Why did the British government limit colonial expansion 
__ of- the fur- trade and settlement-inthe West? — 



16. Was Britain's new economic policy after the French and' 
Indian War (which discarded "salutary neglect" in favor of 
"sharing the tax burden") justifiable? Explain. 

Cost of government; various types of taxes; various uses 
of taxes; regressive, proportional, and progressive taxes* 

* 

17. The colonists resented the Tea Act because it gave the East 
India Company a monopoly on the sale of tea. 

(a) What is a monopoly? 

(b) Why do most Americans dislike and sometimes fear 
monopolies? 

Effects of monopolies on prices, output, the allocation 

_ " of ~n»oiird». " ~ 



19. Are taxes levied solely to obtain revenue to run the gov- 
ernment? Explain. * 

Use of taxes to control imports (example: tariffs); redis- 
tributing income through the use of a progressive tax. 

(a) How does a progressive tax differ from a proportional 
tax? 

(b) Under what conditions does a tax become regressive? 

20. In what ways were the causes of the modern-day indepen- 
dence movements in Asia and Africa similar to the causes 
for revolt of the thirteen colonies? How did these revolu- 
tionary movements differ? 

Mercantilism; economic imperialism; economic exploita- 
tion; rising expectations in underdeveloped areas. 

21. How did the revolutionary war affect American economic 
growth? How did the Revolution affect each of the follow- 
ing: westward expansion, household industries, manufac- 
turing, forming, foreign commerce, land ownership and 
land tenure policies? ' 

Economic effects of wars; factors influencing economic 
growth; economic independence. 

22. Adam* Smith's The Wealth of Nations and the Declaration 
of Independence were issued in 1776, and both are called 
"milestones 1 ' on the road to freedom. Do you agree? Justify 
your answer. 

Mercantilism; free enterprise; laissez faire; economic free- 
dom; trade* 



(c) Are monopolies a menace to our free enterprise econ- ' 
omy today? Explain your answer. 
Arguments for and against business concentration; 
government control of monopolies. 

18. What is a boycott? Why can it be an effective economic 
weapon? 

(a) Why did the American colonists boycott British goods 
before the Revolution? 

Demand; elastic and inelastic demand; profits; eco- 
nomic pressure. 

(b) If consumers in your area boycotted food stores be- 
cause they deemed prices as unjustifiably high, would 
you join them? Explain your answer. 



"2371n view ofthe aim oftKe American Revolution, why war 
countries like France and Spain willing to cooperate with 
the colonies? 

"Beggar-thy-neighboi" policy; international trade. 

24. If you were a Spanish colonial in Latin America who read 
the Declaration of Independence, what would your reac- 
tion be? 

25. Considering the relative strengths of the British and the 
Americans, why did the Americans win the American 
Revolution?' > i 

26. Why were the British more willing to see the war result in 
a generous peace with'the former colonies than were the 
French and.the Spanish? 

Economic interdependence; foreign trade. 



X 



ACTIVITIES 



1,» Sododrama: Ask one student to ^imagine being a ship 
owner, another a distiller of rum, and* third a plantation 
owner in the British West Indies. Each should testify be- 
fore a Board of Trade and Plantations on the wisdom of 
establishing free trade between the British © 
America and the French West Indies. 



diues in 



2. Debate: Resolved: That the principal causes of the Ameri- 
can Revolution were economic in nature. 




Editorials: Divide the class into American and British 
newspaper reporters. Ask them to write editorials from 
the British or American point of view on one of the fol- 
lowing: 

Boston Tea Party 

Stamp Act 

Tarring and feathering of a revenue agent 
Salutary neglect 
Town shend acts 
v Sons of Liberty 



15 



n 



4. Table: Construct a table listing the acts passed by the Brit- 
ish Parliament (or proclaimed by the Crown) from 1650 to 
1775 in the name of mercantilism or imperial defense. In- 
clude the date and provisions, and indicate whether the 
act or action was favorable or unfavorable to thecolonies. 

5. Brief: Prepared brief maintaining that the British Parlia- 
ment was legally within its rights ^enforcing mercantil- 
ism and the new economic 0 policy established after the 
French and Indian War. 

6. Editorials: Write an editorial for a 1774 issue of a colonial 
newspaper, demanding "No Taxation Without Represen- 
tation" or write an editorial entitled 'Ungrateful Children" 
for a London newspaper. 

7. Role-playing: Set up a trial for a smuggler caught by a 
customs agent for violating the Sugar Act. Let one student 
play the customs officer, another the smuggler, a third the 
judge, and the remainder of the class the jury. In arriving^ 
at the verdict, the class will have explored the issues in- 
volved. 

8. Map: On an outline map of the world draw a pictorial or 
diagrammatic representation of triangular trade routes. 
Use arrows to indicate the direction of the flow of imports 
and exports, and label the principal ones. 

9. Oral report: Make a transparency of the map (above) and 
present an oral report to. the class on the delation of the tri- 

^ ^angularJrade) rum-making; and smuggling to the theory 
of mercantilism. 



16. Game: "Colonial-Economy Game" (1982). Each student 
starts with a small sum of money and attempts to become 
a planter, a great landowner, or a wealthy merchant by in- 
vesting in the products of the thirteen colonies. The game 
may be played on several levels (grades 7-12), from a sim- 
ple to a more complex and realistic version. (Time: one or 
more class periods; no. of players: 2-eritire class; H.M.S. 
Historical, Games) • 



17. Game: "Causes of the American Revolution" 5 (1982). Stu-* 
dents attempt to counter British imperia 1 ; activities from 
1763 to 1775 by choosing the correct colonial response. ' 
(Grade level: 7-12; time: one or mpre class periods; no. of 
players: 2-entire class; H.M.S. Games) 

18. Film&rip: The Revolution. Show this filmstrip to present a- 
comprehensive overview of the revolutionary period be- 
ginning with the French and Indian War; depicts Ameri- 
can resistance to a variety of taxes and regulations and the 
events and outcome of the struggle. (Color, 5 filmstrips, 
5 cassettes, guide; American Heritage Sound Rlmstrips) 

19. Filmstrip: Free Enterprise (1976) introduces the free enter- 
prise system, its merits and shortcomings, and the crucial 
role of profits. (Color, 2 filmstrips, cassette or Tecord, 
24 min.; Prentice-Hall Media) c x 

20. Game: Triangle Trade." This simulation explores the 
slave trade, the economic structure of the New England 
colonies, and the mercantile philosophy of Great Britain o 
during the seventeenth century. It teaches the participants 
why the British government opposed the triangle trade. 



10. Panel discussion: Appoint four students to the panel. Two 
« should investigate and report on the "necessity'' of the Brit- 
ish plan of taxation as reflected in the Grenville and 
' Townshend policies. The other two members do the same 
on tKe "stupidity" of > those policies. 

U. Individual research: Have a bright student investigate the 
validity of the economic grievances among the 27 listed in 
the be^laration of Independence" by citing historical evi-^ 
dence in support of, or contradicting the contentions. 

12. Review: Ask the class to prepare five questions which they 
believe would constitute a fair, comprehensive test o£the 
economic causes and results of the American Revolution. 

13. Debate: Resolved: That it was inevitable that the thirteen 
American colonies would become "free and independent 
states." / 

j 

14. Time line: Draw a time line emphasizing the main eco- 
• nomic legislation and events that led to the American 

Revolution. 

15. Role-playing: A group of Americans are discussing 'the 
Declaration of Independence in a tavern. Select students 
to express the views of a wealthy landowner, a ship 
owner, a merchant, farmwife, and a blacksmith regarding 
the wisdom of the proclamation. 



route, and why the New England colonies did not fit into 
the British mercantile system. Participants assume the 
roles of the major histdrical parties in the triangular trade 
route. (Time: i-3 hours; no. of players: 15-44; Education 
Manpower, Inc.) . 

2l! Pamphlet: Read Money in Colonial New England (Federal 
Reserve Bank of Boston, 36 pp., free, 1974). It is a short 
account of the.history of coin and currency in New En- 
gland from 1630 to fte 1780s. 

22. Posters: Ask. the students to prepare posters, signs, no-* 
tices, leaflets, anil the like, indicating colonial opposition 
to the Stamp Act, Tea Act, Intolerable Acts, etc. 

23. Picture study: Use the pictures in The American Heritage 
Book of the Revolution (Simon and Schuster) to illustrate ' 
the spirit anipurpose of the revolutionary era. % 

24. Map: Ask the students to draw and label^n an outline 
map of North America the original thirteen states and the 
boundaries of the United States after the Treaty of Paris 
(i783). 

25. Debate: Resolved: That the United States adopt a pqlicy 
of free trade. 

26. Table: Ask the students to prepare a two-column table 
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summarizing the arguments for and against the protective 
. tariff. 

27. Problem for analysis: In 1983 the Fraunces Tavern Mu- 
seum in New York Gty featured an exhibition that ex- 
plained the role of the tavern in eighteenth century Ameri- 
can life., In colonial days, tavern activities centered around 
everyday business transactions, mercantile exchange, mu- 
nicipal meetings, and events such as the auction of goods, 



property, and slaves* Why did taverns serve as the center 
of American life in colonial times? 

Have committees of students research and report on 
such topics as: ^ 

Taverns and the economy of the community 
Taverns and politics before the American Revolution 
Taverns and blacks and indentured servants 
Women as workers and managers of taverns 
Taverns and travelers 
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' s Topic 3» 

The; Confederation Period and 
the Constitutional Convention 



Economic Facts, Concepts, Principles, or Problems 

► Economic aspects of thaConstitution an<J how * 

economic facfors helped to bring it about* 

► The'basic problem of economics (scarcity); + 

efficient ^location pf resources through 
specialization and exchange 

► Factors of production * 
Opportunity cost 



MIany of the neW nations' that have emerged since 
World War II have achieved political independence only 
to find themselves confronted by serious economic prob- 
lems. Although the United States began its life as an 
.independentnatl on with mantf . advantages that todays 
poor countries do not have, it nevertheless experienced 
critical problems. The Articles of Confederation gave* 
Congress the power to declare war, borrow money, reg- 
ulate the value of coins, and establish standards, for 
weights and measures. However, Congress could not 
draft anyone into* the army but, instead/ hid to rely 
upon the states for troops, and it could not directly tax 
the people; Although Congress could create metal coins, 
the states controlled paper money and banks. Thus, in- 
stead of one unified money system, there were several. 
Another important weakness' was that Congress could 
not reguIate*comrtierce. % 

Trade and commerce \yere important to America/ 
but Congress found it difficult to make trade treaties. 
Foreign governments feared that the states would not 
abide by the terms of such treaties because Congress had 
no real power to enforce its decisions. The Jack of re- 
spect for the new United States was evidenced by such 
events as the closing, of the port of New Orleans to 
American goods. f * 

Doing business. within the new nation was also diffi- 
cult, Paper money that had beerf issued by Congress dur- 
ing the Revolution was valued at only one-thousandth 
of its original face value, and the money provided by 
the states varied in value. States discriminated against 
one another in commercial af&irs, and some placed tar- 
iffs oh the goods of other states. All pf this restricted 
commerce and economic progress. 

There were other economic problems within the 
states as well. Farmers had gone into debt to purchase 
land*and buildings but now found it difficult to repay. 



Some legislatures tried to hdp.by allowing longer repay- 
ment periods, issuing paper mtoney liberally, or reduc- 
ing taxes. These actions irked the creditors, and violence 
erupted. (Throughput American economic history, the 
conflict between debtor and creditor. interests is a ^con- 
tinuing theme;) Shays' Rebellion in Massaehusetterfe- 
sulted when creator interests gained control pf the legis- 
lature and levied hightaxes to pay state debts. Already 
heavily in debt, many farmers lost their Property when 
they were unable to pay these heavy ta*es. Although 
the uprising was crushed, it led many to fear that Con- 
gress did not have adequate powf r *<vput down a more 
serious insurrection. 

t 

The most-basic economic ptfcbleift is that, of scarcity/ 
The desires of people tend to be Wimited, but produc- 
tive resources are limited. Productive resources (also 
called inputs or factors of production) are land, labor, 
and capital. By definition, land includes all patural re- 
sources. Labor refers to all productive human effort. 
Capital is human-made wealth used to produce goods 
and services. It includes tools, machinery, mines, mills, 
factories, transportation equipment, and the like. 

. A nation must have land, labor, and capital in the 
ri£ht amounts if it is to develop a viable economy. A 
country may have an abundance of natural wealth but 
be poor because it lacks trained people or capital. It is 
interesting to compare 'America's supply of productive 
resources in its early years with the supplies in some of 
today's new nations. (Note, for example, that the United 
"States had a huge land base with abundant natural re- 
sources but a small population, while some of the newly 
emerging nations have huge populations and a relatively 
small land base with limited natural resources. Thus, for, 
the United States a growing population was a blessing 
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because it helped to bring about a better balance be^ 
tweert land and labor, while for many of today's under- 
developed nations a growing population is an .impedi- 
ment to economic development.) 

As' with' all societies, young America had to answer 
the basic economic questions: What shall we produce? 
How much shall we produce? For whom sha|l we pro- 
duce? How can we utilize our scarce resources most effi- 
ciently to maximize.output? The principle of opportu- 
nity xost is vitally important here. When a nation is 
fully $rid efficiently utilizing its productive resources, it 
can produce A more of product "X" only by reducing the 
output of product "Y" (or some other good or service). 
O^e of the opportunity costs of producing more cars, 
for instance, is that we forgo producing more houses or 
some other good that cah be manufactured with the nat- 
ural resources, labor, and capital that had to be diverted 
to automobile production. On tKte other hand, if we have 
not been using our existing resources efficiently, we can 
produce more of everything that is within our productive 
capability if 'we will only eliminate the inefficiencies. 
American entrepreneurs of the 1780s realized that some 
of the problems cited above were preventing the full and 
efficient utilization of our existing resources. - 

In 1785, representatives of Maryland and Virginia met 
at Mount Vernon and agreed oh control of the Potomac 
River, the establishment of a unifonn system of money 
and trade regulations, and annual talks on commercial 
problemsTThe idea spread, and in 17877(-ongress de- 
cided to meet in Philadelphia in order to "revise the Arti- 
cles of Confederation." Economic"matters loomed large 
in the deliberations, for there were hopes for more trade 
with foreign nations, a uniform monetary system, and 
an end to restrictions on interstate commerce. The eco- 
nomic aspects of the new Constitution that emerged: 
speak for themselves. Congress no>v had the power to 



tax, to coin money and regulate its value, and to control 
commerce amqng the states and with foreign nations. 
Federal taxes were to be uniform throughout the United 
States, and there would be no tax on exports. 

In dismantling the trade barriers that states had 
been setting up, the Constitutipn encouraged specializa- 
tion and exchange/ and specialization and exchange help 
to account for oUr great economic progress and.wealth. 
'New England was not well-suited, for agriculture, but 
had the necessary water power for factories. T^he South, 
on the other hand, could produce cottonand other agri- 
cultural goods that could not be grown easily in New 
England. The South could now specialise in cotton while 
New England specialized in manufacturing, and the two 
regions could freely trade with one another. By special- 
izing, both could become more efficient; and by trading, 
the fruits of that efficiency would be shared. People 
could move to the new states in the West, confident that 
the produce of their farms or the output of their mills 
could be sold anywhere in the" United States, subject 
only to the natural restriction of consumer dejnand. In 
short, the United States became an enormous' common 
market* 

The constitutional provision that private property 
may not 9 be seized except for sound legal reasons also 
helped to promote business. Individuals are free to enter 
any business or profession they choose. 1 Success is not 
guaranteed; but one is legally free, to try. Despite being 
marred by discrimination and by inequalities in income 
and educational opportunity, freedo m of entry has been 
arTimptt^ development. ihSTfree- 

dom has led to the develbpment of many new products 
and industries. A basic value question that might be dis- 
cussed at this point is- the extent to which individuals 
should be free to pursue their own economic interests. 
Another is the question of having the government aid 
those who have been handicapped by^Iow income, dis- 
crimination, and the like. 



> * DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in httvy 
type (boldface). 1 « 



Since human wants never seem to be completely satisfied, 
economists call scarcity "the universal economic problem." 

(a) What is scarcity as economists use the term? 
Limited resources vs. unlimited wants. 

(b) Why .does "the fact of scarcity" create the "allocation 
problem"?* , 

- What, how much, and for whom shall we produce? 

'\ 

(c) Show how the allocation problem involves the princi- 
ple of "opportunity cost." 

' Efficient allocation of resources; maximizing output. 



What advantage does a region have if it specializes in the 
products it can produce best/ provided it can exchange 
them for the products of other regions? 
Specialization and exchange; efficient allocation of re- 
sources; geographic division of labor; natural resources; 
laws of absolute and comparative advantage. 



1. Of course, there are often legal constraints. One must have a li* 
cense or permit to operate certain businesses, and zoning laws 
may prevent such actions as the building of a factory in a resi* 
dential area. 
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(a) Why did many New Englanders turn to the<sea by the 
end. of the seventeenth century7 

(b) Why did manufacturing begin in New England town$7 

(c) Why did the South turn to plantation crops7 

3. A young person deciding to go west to Ohio or Kentucky, 
rather than remain on a New England farm was probably 

' using the principle of opportunity cost. 

(a) W&t does the term "opportunity cost" mean? 

(b) How does deciding to go to college involve an oppor- 
tunity cost? 

Part of the real cost of one's education is the income 
that could have been earned if the student entered the 
labor force instead. » 

4. In The Wealth of Nations Adam Smith pointed out that a 
nation's prosperity depends upon production and , not 
upon hoards of precious metals. 

& (a) Show hoKanadon^ wealth depends upon the follow- 
ing ingredients in> talcing a country productive: (1) its 
population; (2) its' natural resources; (3) its ability to 
produce. 

Real wealth; factors of production; education and - 
technology. ' 

(b) Explain how the economic and political system created 
by> the U.S. Constitution encourages productivity. 
Economic freedom; profit motive; free trade amonf 

'states. ' 

5. To what extent did the Constitution, as drawn up by the 
Founders, endorse Adam Smith's idea about laistez faire, 
competition, and the proper activities of government? 
Economic provisions of the Constitution; government's 
role in the economy. 

6. During the years 1781 to 1789*, under the Articles of Con- 
federation, some economic groups were happy while oth- 
ers were miserable. 

(a) Which groups were satisfied with economic condi- 
tions as they were? Why? 

(b) Which groups were dissatisfied? Why? 
Conflicting economic interests, such as debtors vs. 
creditors. 

(c) Why was this period called "the Critical Period" of 
American history? 

.7. Why does the Constitution, drawn up about 200 years 
ago, meet the needs of the United States today? 
Elastic Clause; flexibility; possibilities for varying inter- 
pretations. 

8. Under the Articles of Confederation, the federal govern- 
ment was really a league of independent states. 

(a) What problems arose between and among states be- 
cause there was no strong national executive to en- 
force the laws? 

0 



Barrfersjto free trade; inefficient use of resources; l#ck 
of central power to regulate interstate and foreign com- 
merce; variety of tax policies; monetary instability, 

(b) Why did the Abides of Confederation deny the cen- 
tral government the power to levy taxes? 

9. The Constitution of the United States has been' called^ 
'"bundle of compromises." 

(a) Describe two economic proposals for the new Consti- 
tution upon which the North and South or the agncul- 

* tural and commercial interests were divided. 

(b) Explain the compromises in* the Constitution that 
dealt with each of these proposals. * 

10. Why does the Constitution permit monopolies for inven-^ 
tors;and authors by granting patents arid copyrights? 

. Economic incentives; government role in encouraging in-* 
novation and technology*, 

11. '^Constifotionwasertortedfro^ 

a grinding necessity." Discuss the truth or falsity of this 
statement by John Adams. 

Need for economic unification; economic problems of the 
-critical period/ , 

12. Compare the economic problems of the new nations that 
h*ve emerged since World War 11 with those faced by 
Americans under the. Articles of Confederation. 
Importance of capital and social capital ( in fras tru ct ur e); v 

. government's role iri the economy; monetary stability; 
population; trade; economic unification; education. 

13. After the Revolution, the United States faced international 
as well as domestic economic probleifts. 

(a) 9 Why was it difficult to make, trade treaties with for* 

eign nations during the "critical period?" 
Importance of uniform trade policy and centralized 
regulation of commerce. * 

(b) How did Great Britain and Spain show lack of respect 
for the government of the United States under the Ar- 
ticles of Confederation? 0 

14. In a sense, with the adoption of the Constitution, a com- 
mon market was established in the United States. . « 

(a) What is a common market? v ; 

(b) What are its advantages? Disadvantages? 

Free trade;*speriaBraHon and exchange; efficient alb- 
cation of resources; enlarged markets; benefits and 

problems of free movement of labor and resources, 

* 

(c) WttddycHibeinfavpr^ 
America? Give your reasons. 

Arguments for and again* trade restrictions; re-allo- 
cation of .resources; competition* 

15. Explain how the Constitution protects freedom of enter- 
prise and property rights. 



Private dwnership as a business Incentive; freedom of op- 
portunity; competition. 



Governments role in the economy; income distribution; 
economic effects of discrimination. 



16. To what fcxtent should individuals be free to pursue their 
own economic interests? 

Competition; laissez faire vs. government intervention; 

17 i To what extent does the Constitution attempt to eliminate 
inequalities of educational opportunity and inequalities in 
income? ^ . . V 

. Education and productivity; income distribution. 

18; To what extent should government aid those who have 
been handicapped by low income, discrimi nation ,, and the 
like? — " — " 



19. What economic conditions in Massachusetts in* the early 
1780s contributed to Shays' .Rebellion? 

Inflation; worthless currency; debtors vs. creditors. 

20. Were the conditions described above widespread through- 
out the United States? Explain your answer, 

° 

21. How did Alexander Hamilton prepare the ground for an 
"economic revolution" that took place several decades 

later? _ Jz - ~ /~ r"-~ " : ; 

Hamilton's financial plans; establishment of full faith in 

■ the credit of the United States government, « 



ACTIVITIES 



1. RouhdtaUe on the^ Constitution and trade: Suggest a 
roundtable discussion on how the Constitution promoted 
trade; Have, one pupil report on the problems of interstate 
. trade under the Articles of Confederation. A second stu- 

• dent would survey Article I, Sections 8, 9 and 10 of the 
Constitution. A. third student should relate Section.-; 8, 
paragraphs 1, 3, 5, 7, 10 and 18 in the Constitution^*) the 

' problem of trade. And a fourth student could do the same 
for section 9, paragraphs ?and 6; section 10, paragraphs 2 
and 3.° The moderator could summarize the discussion. • 

.2. Founders Hall of Fame: Choose five or six leaders in the 
. Constitutional Convention of 1787. Select students to 
study each, leader and report on his^role in writing the 
. Constitution. 

3. Letters: Ask the students to imagine that they are farmers 
in western Massachusetts just before Shays Rebellion. 
Have them write letters to the governor of Massachusetts, 
(describing their problems and asking for help. 

4. Individual reports: Assign students to prepare oral reports 
on the following, topics: 

The causes and consequences of Shays' Rebellion 
"Not Worth a.ContinwtarVGresham's Law 
• Opportunity costs . 
Scarcity — The economic problem 

5. Buzz icssion: Divide the class into small groups to discuss 
what they would do to remedy the weaknesses of the Aft 
tides of Confederation. As tjfie group leaders report, the 
tether lists their suggestions On the chalkboard. Using 
textbooks and/or the Constitution of the United States the 
class can find out how each weakness was actually reme* 
died. 

6. Table: Ask the students to list in tabular form the weak- 
nesses of the Articles of Confederation (what the docu- 
ment failed to do) in one column, and how the Constitu- 

9 tion remedied these shortcomings in a second column. 



7. Congressional committee on . the Northwest Territory: 
Organize the class intaa congressional committee consid- 
ering the Land Ordinance of 1785 to discuss the pros and 
cons of the sale of land in small parcels. On a succeed ing 
day, this committee can abb consider the provisions of the 
Northwest Ordinance and forecast* the economic, social, 
and political results of its enactment. 

8. Bulletin board display: Appoint a committee to draw up 
i . plans for a bulletin board display on the economic provi- 
sions of the U. S. Constitution. The committee should pool 
ideas before actually preparing the display, 

9. Glossary: Add to your glossary brief definitions of the 
economic terms found in the original Constitution. 

10. Class constitution: The difficulties of writing a constitu- 
tion can be brought home to the students by having them 
devise a class constitution as a special homework assign* ' 
ment. Discussion of the constitution* in class oh the fol- 
lowing day will show the need for checks and balances, a 
bill of rights, a judicial branch, etc. 

11. Dramatization: Organize the class as the Constitutional 
y Convention of 17871 Each studerft rikes the name of, and 

becomes familiar with, the views of a' real delegate before 
playing a role as that delegate in the class dramatization. 
For example, Randolph introduces ttt Virginia Plan; Pat- 
erson, the New Jersey Plan, and so ort. Reference. The 
Great Rehearsal by Carl Van Doren (Vijcing). # 

12. Editorial: Imagine -yourself an editor of a newspaper in 
one of the thirteen original states just before the adoption 
of the Constitution. Write an editorial urging your state to 
ratify the new form of government. 

13. You were there: Have the students write and enact the 
script for a debate on an economic issue in the Constitu- 
tion (export taxes, for example). If the skit is taped, it can 
be played ba$k to the students and used in other American 
history classes. 



14. Panel discussion: Have the students impersonate Franklin, 
Hamilton, Madison, Paterson, Randolph, or other dele- 
gates discussing an issue involving economics at the Con- 
stitutional Convention. 

15. Individual research: If you live in one of the original 
states, investigate the campaign for ratification of the 
U.S. Constitution in your state, summarizing the argu- 
ments for and against ratification by your state. 

16. Hlmstrip: The Constitution: The Compromises That 
Made a Nation. Focusing upon the debate which resulted 
in the "Great Compromise/ the film concentrates on the 
personalities involved, and the need felt by the founders 
for a new government if the republic was to survive. 
(Color, 2 filmstrips, 2 cassettes, teacher's guide; Learning 
Corporation of America) 

17. Simulation: Disunia: A Simulation of the 21st Century: 
Paralleling the Problems of Sovereignty in 1781-1789* 
This game makes the students cope with the problems of 
the Critical Period through similar experiences on a new 
planet in the year 2087. (time: 3 weeks; no. of players: 
25-35; 35 student guides, one teachers guide; Interact) 

18. Cassette: You Are There. Side One: ThiladdrAia,: July 4, 
1776." Side Two: -i Ratificatkm of Ae Constitution, June 25, 
1788." CBS reporters create a sense of "spontaneous his- 
tory" by using the techniques of modem broadcasting. 
Students share the drama and excitement of these two 
great events. (Social Studies School Service) 

19. Rim: Show American Revolution: The Postwar Period to 
illustrate the weaknesses of the Articles of Confederation, 
the movement for revision, and the calling of the Consti- 
tutional Convention. (i0 min.; Coronet.) 

20. Hlmstrip; Show Writing the. Constitution to teach the 
causes of the failure of the Articles of Confederation and 
the work of the Convention. Gam Handy.) 



21. Map: On an outline map of the United States, have the 
students draw and label the original thirteen states, and 
the claims of certain of these states to lands west of the 
Appalachians. 

22. Book report: Ask a student to read and report on Marion 
L. Starke/s A Little Rebellion (Knopf) for an account of 
Shays' Rebellion. 

23. Committee report: Have a student committee study the 
U.S. Constitution from the economic point of view, using 
the following questions as guides: 

(a) What economfc conditio 

tionsof the Constitution such as the powers of Con- 
*gress or specific clauses of that document like die 
three-fifths compromise? 

(b) What economic issues stirred controversy during the 
deliberations of Ae I%ilade^rua Conventkm? 

(c) How are students affected today by Ae otitqwie of 
. the PKladefchia debates concerning interstate com- 
merce, taxation, and free trade among the states? 

(d) What economic theories and concepts do students 
needtoknowtouno>rstandtte 

24. Problem for malysis: In TheCritkd Period of American 
History (1888), John Rske portrayed America under the 
Articles of Confederation as a crisis-ridden country. His 
view has been sharply quaBBedby recent Wstoriaw 
contend that during the yean 1781 to 1789, some eco- 
nomic groups were satisfied with conditions while others 
were miserable. Which view » doser to the truth? 

(a) Which groups woe satisfied with economic condi- 
tions as they wen*? Why? 

(b) Which groups were dissatisfied? Why? 

(c) How were the Articles of (^federation a fulfillment 
of the Revolution's goals? 

(d) Explain why you do, or do not, believe that the con- 
federation could comrrond respect neither at home 
nor abroad. 

(e) What were the leading accomplishments of Congress 
under die Articles of Confederation? Its chief failures? 
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Topic 4 

Establishing a New Government 



► ; Need for national economic unity 

► Government finance 

► .Sound money 

► What money is and what form it takes 

► Revenue and protective tariffs 

► Publicdebt 

' Law of demand 



A' study or this topic offers opportunities to reinforce sive and difficult to transport their grain across the Ap- 
• and expand upon some of the economic concepts intro- ' palachians fo the eastern markets. Distilling the grain 
duced earlier and to acquaint students with some new into whiskey eased the tran spo rt problem, and as whis- 
ones. After the new constitution was adopted, the United . key, the grain brought a good price.) just what t* a Ian- 
States government had to find some source of funds to tax" anyway 7 If ike students have already learned the 
finance its operations. One of the fust ads of the new . law of demand they can now again explore the impotv 
Congress was to isiact a r^ tanoe of tlaeHctty (see Topic 2). The tax would aim the 
ports. Its major purpose is to raise money for the gor- retail price ofwhiskey and therefore reduce saleSr for if 
eminent; so the tariff cannot be too high if it is to be ef- whiskey is not essential, it is probable that the percent- 
fective. A protective tariff, on the crther hand, is designed age drop in sales wiD be greater than the perc^^ 
to keep foreign goods out of the country and thus re- in price, that is, the demand for whiskey is ebstk* As a 
lieve domestic producers from the b egs sur e s of foreign ' consequence, the fanners woukl find their incomes drop- 
competition. The controversy over the tariff and other ping. Therefore, the whiskey tax of 1791 was followed 
impediments to trade is a theme that rum throughout by die so-called Whiskey Rebellion. The rebellion did 
U.S. history, and the issue is very much afore today. not amount to modi, and it even had some comical as* 
Another recurring theme is that of the pobbc debt pects, but it did serve to show the people dot die new 
—the money that the gov er nm e nt has bo rr owed. The go v er nm e nt had die p owe r to enforce the law and to 
new United Sutesgoverranentwasfa^wididieprob- . collect taxes. (Some 12,000 troops -at least for a time 
lem of the debt, and public borrowing continues to be a under the command of Washington himself -were sent 
live issue in modern times. The former gov er nment had to crush die rebellion.) Although no one loves taxes, it 
not repaid the large sums that the Congress and the state most be realized that no gov er nm e nt can be effective 
governments had borrowed from foreigners and from unless it has die power to levy and collect taxes. 
Americans to help finance the Revolution. New govern- 0 

' ments often repudiate the debts of old ones, but Hamil- * Hamilton realized the importance of business and 

ton wisely urged that aQ the old drifts be honored* In industry and the need for a balanced economy. He saw 

spite of the great cost, this would show the world that that a one-crop or one -p rod u c t economy is not on firm 

the United States was determined to become financially ground and p romo te d the development of manufacture 

sound. Discussing Hamilton's policy can lead to a db» . ing. Thus, a crop failure or a drop in farm prices could 

cussion of crafit m general -the vital role that credit be offset by a healthy market for manufactured goods, 

plays in both domestic and international affairs, die fcn- Note that tome of the poor nations today have a sfanflar 

portance of establishing a good emit r^ing, and so on need ■ to : diversify* Indeed, .there are even - parts of die 

Perhaps some of the students own U.S. savings bonds, United States 'where diversification would help to 

and they should understand why U.S. g ov ernm ent se- str en gth en the local economy. Hamilton understood the 

curities are among the safest indie world* concept of productivity, for he insisted that industry 

The tax issue comes to the fore again with the whis- would become more efficient aiid productive if machines 

key tax of 1791. Was the tax really needed to supple replaced hand prodoctk)n , (Educatim 

ment the revenue tariff? Was it fair to place a tax on an tant factor in i ncre asi ng p rod uctivity . In fact, some 

item that was important to one group of Americans? econo mists believe that the education and training of 

(The fanners of western Pennsylvania found it expen- our labor force have been more important in nusing the 



productivity of labor than technological developments 
perse.) - — 

Stability was sorely needed in our early system of 
money and banking, and Hamilton attacked this prob- 
lem through his proposal for the First Bank of the 
United States. The bank was intended to provide a safe 
currency, handle government funds and exercise a cer- 
tain amount of control over smaller banks. At this point 
students should understand the nature of money, and 
how it functions as a medium of exchange, a standard of , 
value, a basis for credit, and a means whereby people 
may defer consumption. The criteria of good money 
(acceptability, storability, transferability, and so on) 
should be stated and explained so that the class will be 
able to evaluate the various types of money that were 
used throughout U.S. history: Students should know 
that a nation's money supply must increase as the nation 



grows and develops, but that too much money can cre- 
ate a problem of inflation,.while too little can lead to a 
deflation. There will be plenty of opportunities to elabo- 
rate on these matters throughout the course. 



The development of better machines and industrial 
methods hastened our economic growth, often meant 
more and better goods at lower cost, and made it possi- 
ble for workers to enjoy higher wages and businesses to 
reap greater profits. The Constitution encouraged the ^ 
invention of new and better machinery by providing 
that inventors may have the exclusive use of their crea- 
tions for a limited period of time. (Some feel that the 
patent system is often abused today, however, and has 
helped to create monopolistic control over certain prod- 
ucts.) 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. What is a national debt? 

Government finance; public borrowing government 
bonds. 

(a) How was the debt faced by George Washington's ad- 
ministration incurred? 

financing wars; borrowing as opposed to taxing. 

(b) Why did Alexander Hamilton insist that the new fed- 
eral government pay the debts of the revolution? 
Role of credit; import*** of good credit rati*. 

2. Why did the federal gewenrawt assunie the d^ incuned 
by the states during the revolution? 

, (a) Which sections of. the new republic opposed the as- 
sumption of die states' debts? Why? 
Inequities among tW states; governs^nt boods; spec- 
ulation; interest. 

(b) How was the controversy settled? Was this the best 
solution? Why? or Why not? 

(c) Why is it important for a government (as well as an in- 
dividual) to have a good credit rating? 

3. Why did Hamilton ui^ Congress to diaite 
of the United States? 

Function of central banks; role of money and credit in the 
economy. 

(a) Why was his plan opposed? By whom? 
Debtor vs. creditor interests; fears of monopoly. 

(b) Explain the powers granted to the Bank of the United 
States to achieve its purpose. 

(c) Why was a central bank needed in the 1790s? Why is 
one necessary today? 



Money mi credit; monetary stability; banking sys- 

4. Explain why President WashingtonV selection of Alex- 
ander Hamilton as Secretary of the Treasury had a pro- 
found influence on die development of the Axnerican 
economy. 

5. (a) What woe Hamilton's chief financial plans? 

(b) What were the objections of opponents to each one? 

(c) Summarize the evidence that Hamilton favored a 
strong cental government. 

(a) How did Jefferson's views of the Constitution differ 
from those of Hamilton? 

6. Sheep were used as money in biblical times, cattle were 
used in ancient Rome, tea in **ient China, and tobacco in 
colonial Virginia. Explain why. Would such items be 
usable as money today? Explain your answer. 
Criteria for good Money. 

(a) Why did gold become an intentional moneys for 
the settlement of payments among nations? 

(b) Could something other than gold serve just as well? 
0' Why or why not? 

7. Prices are related to the ainount of money and the quan- 
tity of goods available. 

(a) How are prices affected if dollars are scarce and goods 
are abundant? 

(b) How are prices affected if dollars are abundant, and 
goods are scarce? 
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(c) What terms do economists use to describe these condi- 
tions? 

Deflation and inflation; quantity theory of money. 

8. The new federal government offered to redeem the paper 
money issued by the Continental Congress at one cent per 
dollar. Was the government justified in refusing to redeem 
at face. value? Explain your answer. 

Currency depreciation; inflation; face value; paper money 
as a promise to pay. 

9. During the debates over Hamilton's financial plans, the 
country gradually divided into two political parties with 
distinct programs. 

(a) Name the two parties, their leaders and their attitude 
toward the interpretation of the new Constitution. 

(b) Discuss the essential differences between the principles 
advocated by these parties. 

(c) Would you have been a Jeffersonian or a Hamiltonian 
in the years 1789-1800? Explain your answer. 
Government's role in the economy. 

10. (a) Why did Hamilton want to put political power, into 

the hands of people of wealth? * 

(b) What were the benefits of Hamilton's program to the 
farmers? To the merchants? To the manufacturers? 

11. What were the immediate economic effects of the Ameri- 
can Revolution? 



(a) In what ways had the Revolution stimulated manu- 
facturing in the United States? 

Need for economic self-sufficiency during wartime. 

(b) Haw did peace with Britain affect these industries? 
Competition; protectionism; economic freedom. 

(c) How did Hamilton suggest that the young republic 
cope with this situation in his Report on Manufac- 
tures? 

Need for balanced economy .and diversification; fac- 
tors affecting productivity; technological develop- 
ment; patents as. incentives; protective tariffs and 
revenue tariffs. 

12. What is the difference between a revenue tariff and a pro- 
tective tariff ? 

(a) How would you classify Hamilton's tariff of 1789? 
Why? 

(b) Why did the strongest objection to the tariff come 
from the South during the first, half of the nineteenth 

> century? 

Effect of tariffs on living costs; effects on exporters* 

13. What evidence can you give to show that a major objec- 
tive of the leadership of the new government tinder the 
Constitution was the security of property rights and the 
promotion of the capitalist system? 

14. Compare the action of the federal government, during 
Shays' Rebellion with its activities during the Whiskey Re- 
bellion. How do you account for the differences in ap- 
proach, if any? 



ACTIVITIES 



1. Cartoon: Ask the students to draw a cartoon on putting 
down the Whiskey Rebellion. Begin the assignment by 
asking the students questions such as the following: Was 
the federal government justified in cracking down on the 
fanners of western Pennsylvania who were evading die 
excise tax? Was sending U.S. troops into western Pennsyl- 
vania like "killing a spider with an axe*? Was the Whiskey 
Rebellion really -much ado about nothing*? 

2. RoundtaMe: Have several students conduct a roundtable 
discussion of Hamilton's financial plans. The leader out- 
lines the plans, serves as moderator, . and then summarizes 
the discussion. Other members impersonate a small farmer, 
a bondholder, a business owner, a ship owner, a loose 
constructionist; and a strict constructionist. Questions 
from the floor should follow the presentation: 

3. Debate: Resolved: That the Congress charter a first Bank 
of the United States. 

4. Letters: Ask the members of the class to imagine that they 
are living during Washington's administration and that 

• they are writing to their member of Congress either to 



vote for or against Hamilton's proposed national bank. To 
secure a variety of reactions, let each student choose one 
of the following roles: a rich merchant, a poor cobbler, a 
fanner, a debtor, a bridge builder, a ship owner, etc. 

5. Speech: Have a student make a speech such as Hamilton 
might 'have made. in defense of die bank.. Let a second 
pupil make a reply such as Madison (Jefferson's spokes* 
man in the House) might have made. See Commagers 
Documents, no*. 93 and 94, for die arguments of Hamil- 
ton and Jefferson. 

6. Role-playing: Let the students impersonate a group of 
Americans discussing' Hamilton's financial plans in the 
village hall. Ask the students to express the views of a 
former deeply in* debt, a veteran of the American Revolu- 
tion, a banker, a housewife, a widow who owns govern* 
ment bonds, etc. 

7. Individual reports: Assign a student to investigate and 
• report to the class on the attitude of the ordinary qtcen 

toward taxes and tax evasion during the following periods 
of American history: 
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The period, of salutary neglect 
The years immediately preceding the American Revo- 
lution 

t The Articles of Confederation ■ 
The administration of George Washington 

8. Political rally: Have one student represent Hamilton and * 
another Jefferson at an imaginary political rally dealing 
with the assumption of the states' debts. After the speakers 
have concluded their debate, the audience (the entire 
class) should ask questions. The teacher should then call 
for a summary. 

9. Role-playing -newspaper interviews: Assign two or three 
articulate students to play the roles of reporters for the Jef- 
ferson Journal or the Hamilton Herald. Let them interview 
pupils assigned the roles of farmers, plantation owners, . 
southerners, northerners, westerners, debtors and credi- 
tors, regarding the. great economic controversies of the 
day such, as Hamilton's financial {dans, the purchase of 
Louisiana, the.tariff, internal improvements, etc; The in- 
quiring reporters should ask for not only opinions but for 
the reasons for holding such viewpoints* 

10. Essays: Ask the students to write a short essay on How 
Alexander Hamilton Built a Strong Economy * 

11. Bulletin board display: Appoint a committee to prepare a 
display on various aspects of money, including the four 
uses of money and various items used as money through- 
out the ages. The display can be supplemented by stu-. 
dents' coin and money collections. t , 

12. Resource person: Invite a representative of a bank or loan- 
company to speak to the class on the importance of credit 
and a good credit rating in today's economy. 

13. Visit to bank: Send a small group of students to Visit a 
commercial bank to become informed about its various 
services. Bring back samples of deposit slips, withdrawal 
slips, loan applications, and brochures for use in class. For 
use in class discussion of the visit, the group'might also 
prepare a table listing the services of a commercial bank 
and the legal conditions it must meet. 

14. Filmstrip: A New Nation: The Struggle toJSurvtoe, 
1789-1815 (1982). Part One covers the Genet Affair, the 
Whiskey Rebellion, the cabinet feuds between Jefferson 
and Hamilton. Part Two covers 1794-1815 and takes up 
the Jay Treaty, the Alien and Sedition Acts, Jefferson> 
presidency, the Louisiana ftirchase, and the War of 1812. 
(Color, 2 filmstrips, 2 cassettes, teacherV'guide; Bench- 
mark) • ; > 

15. Film: Show Alexander Hamilton to stress the role of 
Hamilton as a member of Washington's Cabinet and as the 
author of his financial plans. (20 min.; Encyclopedia Brit- 
tannica.) 



16. Meet die press: Select an articulate, well-informed student 
to represent Hamilton at a meet-the-press session in whjcK 
several other members of the class serve ^as reporters. 
After the role-playing has ended,* lively general class dis- 
cussion should follow. 

' ° 

17. Mock campaign: Divide the class into Federalists and Re- 
publicans and have them conduct the campaign of 1800. 
Besides speeches and rallies, the students might prepare 
political posters, cartoons,- slogans, and songs. 

18. Booklet: Q>ms and Currency reviews American money 
from wampum to Federal Reserve notes and includes pho- 
tographs of the most important and unusual coins and 
notes in our history. (Federal R*erve Bank of New York, 
24 pp., 1961) ] 

19. Booklet: The Story of Money examines the evolution of 
money, touching on topics such as barter, commodity 
money, early types of gold and silver money, America's 

• colonial experiences with money, and the development of 
fiat money. (Federal Reserve Bank.of New York, 21 pp., 
1981) 

20. Hbm.Tfte Curious History of Money (1973) describes in 
cartoon style die basic evolution of money from barter to 
charge cards. (16 mm., 20 min.; Federal Reserve Batiks of 

- Cleveland and Boston; free loan) 

21. Sociodrama: After ui^ a sododrasna to illusto 
ficulties involved in bartering goods, discuss the follow- 
ing: * 

(a) How the use of money overcomes the difficulties of 

barter; 

(b) The role of money in the United States economy; 

(c) Why a nation must have a uniform currency system; 

(d) The monetary system sef by Akxandjer Hami^ 
for the United States in 1792. 

22. Analysis of a speech: Analyze Washington's Farewell Ad- 
dress in the light of economic and inteirnationalcondttiom 
in September 1796. then analyze the address again in the 
light of those conditions today* Did Washington provide 
advice suitable to both periods? Justify your answer. 

' 23. Problem for analysis: In the!980s, the American people 
are facing fiscal and monetary problems that differ gready 
from those faced during die days of the early republic. 
How would Jefferson ar*d Hamilton prpbaWy have re- 
acted to the following proposals widely discussed today? 

(a) A national tax on sales such as a value added tax; 

(b) Reductions in social security benefifc arri other social 
benefits; 

(c) Federal aid to education including tuition tax credits; 

(d) Federal takeover of medicaid and welfare payments; 

(e) Highest priority on pending for the buildup of na- 
tional defense. 
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Topic 5 

The Growth of the U.S. Economy 



• - / 

Economic Facts, Concaf^ / 

+>' Economic growth and how it is measured / 

► Gross National Product (GNP) , . 

and other aggregates 

► Social and private capital 

► Per capita output 



After he had been in office six months, President 
Washington set out on a tour to see at first hand how 
the American economy was functioning* Among other 
things, he found a variety of trades and industries oper- 
ating in New England, observed that 110 ships and 800 
sailors at the port of Marblehead (Massachusetts) were 
engaged in fishing, and noted that our. farnuprbducts 
were being shipped to Europe in large amounts. Ameri- 
cans were boasting of their prosperity, and merchants 
were predicting that America would find markets for 
her goods abroad as long as foreign governments did 
not interfere in our commerce. War in Europe, how- 
ever, threatened to change the economic picture. Hie 
undeclared naval war with France (1798 to 1800), the 
activities of the Barbary pirates, and the resumption of 
war between Britain and France in 1803 posed prob- 
lems. At home, political parties had formed. Hamilton's 
Federalists represented commerce, manufacturing, and 
the financial interests; Jefferson s Republicans repre- 
sented the farmers and the debtors. Then, as now, there 
were important economic di ff erence s between political 
parties. 

Today, of course, the picture is more complex* 
Two members of the same party may have economic 
views that are poles apart. Eighteen-year-olds now have 
the right to vote. To be adequately prepared for this re- 
sponsibility students should not only know the economic 
policies of the candidates but understand the implica- 
tions of those policies. They should be able to apply the; 
analytical tools of economics to the various campaign 
platforms and promises. 

, The importance of trade was well illustrated by the 
effects of Jefferson's embargo. The embargo was an at- 
tempt to use economics as a political and diplomatic 
weapon. Since World War II we have seen occasions 
when the United States banned trade with Communist 
China and placed strict controls* on trade with other 
Communist nations. An examination of such actions 
can bring to light many basic economic facts and princi- 
ples. For example, who really pays the price? Is an em- 



bargo wise? Fair? Effective? It might be interesting to 
have the class compare the OPEC (Organization of Pe- 
troleum Exporting Countries) oil embargo of 1973-74 
with Jefferson's embargo. 

Jeff erson's embargo resulted in an 80 percent* de- 
cline in our bade, and American merchants protested 
while Britain still refused to yield to U.S. demands. (Ac- 
tually;, the embargo was hurting the British economy, 
but by the time Britain deckled to accede to American 
demands it was too late to stop the war that was about 1 
to break out between the two nations.) The economic 
effects of war might be studied in some detail, using 
various wars throughout our history as examples. 

The War of 1 812 did help to speed up the develop- 
ment of industry in the United States, for the country 
was forced to build its own factories because the war 
prevented normal trade with Europe. After the war, 
there was a feeling of unity in the United States, and a 
concern for economic growth. A protective tariff was 
placed upon European manufactures, and tariffs have 
been a source of conflict ever since. A second Bank of 
the United States was established, and Henry Clay pro- 
posed tlut we build roads and canals to unite all sec- 
tions of the country and facilitate the flow of goods. 

The^in^ortance of capital goods (e.g. machines, 
factories, tools) can be illustrated here, for they are 
needed toprbc^ 

to privately owned capital goods, such as a Genera) 
Motors plant, we need social capital (sometimes called 
social overhead capital). 1 Sodal capital refers to such 
tiling as roads, bridges, ports, and communication and 
transportation facilities, that are publicly owned. They 
are necessities, but because they are rarely, profitable 



1. The term Jntatftruetim Is somttimes used to reftf to the type 
' of capital Hems we haveKsted as being social capital, I.e., pub- 
' iicly owned: Infrastructure ts really a somewhat broader term, 
however, for it includes privately owned railroads, communica- 
tion facilities; and the like, as well as those which are pubAcly 
owned. 



enterprises they must often be provided by government. 
There has always been disagreement about what should 
be privately owned and what should be operated by 
government. ' 

The topic of growth is a vital one, and: it has be- 
come controversial. A nation is growing economically 
when it produces more goods and services each year, 
when business expands, and when job opportunities in- 
crease. Some have opposed growth or growth in partic- 
ular sections of the economy on the ground that growth 
brings the problem of pollution or the undue depletion 
of natural resources. Most economists would argue, 
however, that a growing economy can help to give us 
the resources needed to cope with such problems as en- 
vironmental decay and poverty. 

Everyone should understand the meaning of GNP 
(Gross National Product), the most commonly used 
measure of a nation's economic performance. The GNP 
indicates, usually in terms of current dollars, the money 
value of all the final products (goods'and services) pro- 
duced during the year. Because prices change, however, 
the GNP. is often adjusted and expressed in "constant 
dollars" in order not to confuse the effects of a change in 
prices wiih a real change in IKe' amounts actually pro- 
duced. The Department of Commerce, which estimates 
the GNP, makes a series of detailed calculations that re 
suit in a kind of price index called the implicit GNP der 
flator. t 

In 1982 the GNP deflator was 207. Since, for this 
index 1972 = 100, the figure of 207 indicated that prices 
in general were about double their 1972 level. The GNP 
before adjustment for prices, was $3.06 trillion in early 
1982, as compared with $1.19 trillion in 1972-or about 
2.6 times greater..But most of this increase was the re- 
sult of higher prices, as is shown by the following calcu- 
lation. Divide the 1982 GNP in current dollars ($3.06 
trillion) by the GNP deflator for that year (207), and 
multiply the result by 100. This gives a constant-dollar 
GNP of $1.48 trillion. In other words, $1.48 trillion is 
what the GNP would have been in 1982 if prices had not 
risen since 1972. Now we have a more accurate picture 
of the growth of the national output, for real output in 
1982 was only 1.24 times the 1972 figure, not about 2.6 
times. GNP figures - dollar amounts and percent changes 
—are often cited in newspapers and magazines, and one 
must be careful to notice whether the figures cited are 
given in current or in constant prices. 

Do not confuse the GNP deflator with the Con- 
sumer Price Index (CPI). The latter is an index of the 
prices of goods and services purchased by typical urban 



2. A CPI that stands at 295 today, for example, indicates that it now 
costs about $295 to purchase the same amount of goods and 
services that one could obtain for $100 in 1967. Jf the CPI is 



households;? the former covers all items counted in the 
GNP, which includes purchases by consumers plus those 
ttiade by business, nonprofit organizations, government 
at all levels, and also net exports. Furthermore, the two 
indexes do not always have the same base period. In - 
1983 the CPI had 1967 as the base year, while the GNP 
deflator had 1972. 

There is still another refinement that ought to be 
made besides adjusting for price change when growth in 
a nation's GNP is being measure!! That refinement is to 
adjust for changes -usually increases— in population.' 
Should, for example, population grow as fast as GNP, 
no growth in* the nation's If vel of living would occur, 
because no ones share of the goods and services being 
produced could-on average-increase. Adjusting for 
population change helps one to see whether GNP is in- 
creasing fast enough to improve the level of living and 
also helps to give truer results when comparisons of eco- 
nomic progress among countries are .made. 

Our previously calculated figures showed thai: real 
GNP increased 24 percent between 1972 and 19§2. Pop- 
ulation in that period rose aboutll percent. These fig- 
ures imply that per capita GNP increased some 13 per- 
cent. That is, 11 percent of GNP growth went to "feed; 
more mouths," so to speak, and 13 percent went to im- 
prove the average individual's level of living. From the 
13 percent it can further be calculated that the average 
American's level' of living improved about VA percent 
a year from 1972 to 1982. • 

If time permits, the class can take up the study of 
the other aggregates associated with the calculations 
made to arrive at GNP or per capita GNP. These in- 
clude Net National Product (NNP)> National Income 
(NI), Personal Income (PI), and Disposable Personal In- 
come (DPI). The Net National Product is simply GNP 
minus the value of capital goods that have fully depreci- 
ated, become obsolete, or been destroyed. This calcula- 
tion subtracts from current output the capital goods be- 
ing produced in order to replace those no longer useful; 
it gives us a measure of the value of new additions to the 
stock of capital goods plus those goods arid services 
available for consumption. The National-Income figure 
is a measure of the amounts paid to the factors of pro- 
duction (land, labor, and capital goods) that have been 
employed to produce the GNP. It is the sum of corporate 
profits, the incomf of noncorporate business, wages and: 
salaries, rents, and interest payments (excluding interest 
on government debt). In a sense, the NI tells us what a 



rising faster than your money income, your real income is actu- 
ally falling because you can buy fewer goods and services with 
it. (The foregoing assumes that you are a "typical" urban con- 
sumer and normally buy the kinds and amounts of goods and 
services priced' in the CPI.) 



nation pays out to itself to produce the GNP. 3 Personal 
income is a measure of the current income received' by 
people, regardless of the source of that income. Thus, in 
addition to earned income (such as wages, salaries, in- 
terest, rents received, etc.) PI includes transfer payments 
—unemployment compensation, old age benefits, relief 
payments, financial aid to veterans, and the like. Trans- 
fer payments are not included in the NI because they do 
not represent payments that add to the nation's output 
of goods and services; they are simply transfers of earn- 
ings from one pocket to another, so to speak. Disposable 
Personal Income tells us how much income people actu- 
ally have available to spend of to save. It is the amount 
people have left after they have paid social security 
taxes, personal income taxes, estate, gift, and personal 
property taxes, and certain fees paid to governments. 

Each o£ the aggregates that is part of the GNP ac- 
counts has its uses, and each is usually expressed in cur- 
rent dollars. (For further information, see any standard 
introductory college textbook on the principles of eco- 
nomics.) A great many of these aggregates can be de- 
flated in a manner similar to that used to deflate the 
GNP. 4 



Some important prerequisites that enable sustain 
economic growth to take place include political stability, 
a. unified system of money and banking, the wise use of 
natural resources, technological progress, education, a 
willingness to work and to produce, and freedom of trade 
and commerce. Most countries want economic growth 
in order to provide their people with a higher level of 
living and to attain or maintain economic strength. 
Most economists approve of economic growth, for they 
believe it means- more jobs, a greater amount and vari- 
ety of goods and services, and more resources with 
which to combat problems such as poverty, slum condi- 
tions, inadequate transportation, and pollution. There 
is disagreement, however, over what the proper rate of 
growth is for particular countries and how that growth 
should be achieved. At one end of the spectrum, some 
Americans believe that ah adequate growth rate can l>e 
achieved with a minimum amount of government inter- 
ference in the economy; at the other end some feel that 
the government has an obligation to provide direction — 
even control. 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. Why did President Jefferson declare an embargo cutting 
off trade with Europe, even though a flourishing trade was 
vital to the American economy? 

Economics as a political weapon; importance of .trade. 

(a) Why did the embargo cause prices of certain com- 
modities in the U.S. to change? 
Supply and demand; imports and exports; foreign and 
- domestic markets. 

(bj "Why were many important people opposed to Jeffer- 
son's embargo and "Mr. Madison's War" (the War of 
1812)?' 

Impact of the embargo on various sectors of the econ- 
omy. 

2. How did the War of 1812 affect different regions of the 
United States? 



3. Unfortunately, the term National Income, is sometimes care- 
lessly used as a synonym for GNP. However, NI will always be a 
smaller figure than GNP because of (1) the deductions made 
from GNP to arrive at NNP, and (2) some adjustments that are 
made to NNP to arrive at NI. 

4. Use of the concept called Gross DomesticProduct, or GDP, is 
becoming more common. GDP is a measure of the market value 

. of final goods and services produced within a country and ex- 
cludes international flows of income. 



(a) Why were the people west of the Alleghenies more in- 
terested in territorial expansion than the people of 
New England before the War of 1812? 

• (b) Wh/did the majority of the people of the South and 
the West favor the war? 

(c) Why did New England oppose it? What effect did it 
have on the New England economy? 
Agriculture vs. commercial and manufacturing in- 
terests; economic effects of war; industrial develop* 
ment. 

* 

3. What is meant by "social capital"? 

(a) What are some of the things that you have used, seen, 
or read about which could be called social capital? 

(b) Explain why each item you mentioned is not usually 
privately owned. 

4. At national Democratic conventions orators often refer to 
the party's "greats,"*starting with Jefferson or Jackson, 

(a) On what economic issues did the leading political par- 
ties differ a century ago? 

(b) On what economic issues do they differ today? 

(c) Why is it so important that teenagers be informed on 
economic issues today? ' * 
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Conflicting interests of various economic groups; gov- 
ernment's role in the economy; monetary arid fiscal 
policies; trade policies; policies toward labor and 
management. 

5. Economists speak of the GNP and its "cousins"-NNP, NI, 
PI, and DPI. 

(a) What is measured by a country's Gross National Prod* 
uct(GNP)? 

(b) Why are economists so interested in the size of the 
GNP? 

-Economic growth and development; .measuring eco- 
nomic performance* 

(c) Why must the GNP be expressed in constant as well as 
current dollars? . « 

Real growth; inflation* 

(d) What do NNP, NI, PI and DPI measure? Why are 
they useful? 

. \ 

6. What is meant x by per capita output? 

Output per person; economic growth and population* 

(a) How did Eli Whitney's cotton gin increase per capita 
output? \ ~~* 

Technological innovations and increased output per 
- worker per unit of time. ,\ 

(b) Explain the connection between productivity and per 
capita output. x 

Output per worker-hour; productivity and economic 
growth* 



7. Compare the effects of the War of 1812 with- Apse of the 
American Revolution on American industry. \ 

(a) How did the Britisfi attempt to regain the American 
market after the War of 1812? \ 

(b) How did the United States attempt to meet this chal- 
lenge? 

Economic self-sufficiency; internal economic integra- 
tion; trade; protectionism* 

8. Explain the main features of Henry Clay's American Sys- 
tem. • 

Economic self-sufficiency; tariffs; social capital; internal 
economic integration* ; 

(a) Jiow was the American System expected to hasten our 
economic growth? 



(b) How would you evaluate the American System? 

9. What is meant by "economic growth"? 

(a) How ls economic growth measured? 

GNP, NNP, NI, PI, DPI; per capita GNP; constant 
dollars; real growth. 

(b) Why does every nation want rapid economic growth? 
_ Standards of living; Job opportunities; economic 

strength; use of increased resources to combat eco- 
nomic ills. 

10. What economic, political, and social conditions are needed 
if a country is to enjoy rapid and sustained economic 
growth? 

(a) How did the federal government try to encourage eco- 
nomic growth after the War .of 1812? 

(b) teow does it try to encourage growth today? 

11. (a) Why was the Uiuted Sutes intemted in buying the^ 

Louisiana Territory? Why was Napoleon willing to 
sell? 

| Economic self-suffkiency; international trade; oppor- 
tunity costs* 

(b) What was the effect of the purchase of Louisiana on 
the size of the United States? Party politics? Agricul- 
ture? Relations with France? 

•(e) What economic advantages to the United States did 
Lewis cite in his report to President Jefferson after the 
Lewis and Clark expedition? 
Productive resources; economic growth* 

12. (a) After the War of 1812, what part did government play 

in the expansion of the American economy? 
Internal improvements* \ 

\ (b) At what levels of government was assistance presided? 
Federal, state, and local. 



13. Compare the OPEC oil embargo of 1973-74 with 
Jefferson's embargo as to (a) purpose, and (b) effective- 
ness. \ ' 



14. Both GDP and 
everything pre 



f are used to measure the amount of 
aced in a given country during a given 



period of time. How do they differ? 



ACTIVITJES 



1. News story: Write an account of the Louisiana Purchase 
for a local newspaper in New England. Stress the eco- 
nomic benefits that the nation, including New England, 
will derive from the purchase. 

2. Editorials: Write brief contrasting editorials on the em- 



bargo for a New England Federalist newspaper arid for a 
Virginia paper favorable to Jefferson. 

3* Panel discussion: Appoint a panel of three students and a 
moderator to study the War of 1812. Assign the first stu- 
dent to investigate the causes, the second thVstate of the 
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American economy during the war, and the third the eco- 
nomic results of the war. After the panelists have given 
their findings, ask the moderator to lead a discussion on 
the wisdom of the embargo and the declaration of war. 

4. Debate: Resolved: That internal improvements be under- 
taken and paid for by the Federal government. 

5. Dramatization: Plan a class dramatization of the high- 
lights of the contribution of Eli Whitney to the mass pro- 
duction of guns. Assign a committee to research the nature 
of standardization of parts as well as mass production and 
its economic advantages before the class writes the script. 

6. Inquiry using relief map: With the use of a relief map of 
the United States, have the class discuss the geographic 
location of key industries in the first'half of the nineteenth 
century. Factors mentioned should include transportation 
facilities, access to raw materials, markets, .water supply, 
power, available labor, climate, etc. Students should 
check with an economic history book to see whether or 
not their analyses were correct. 

> 

7. Drawings or models of early inventions: Have students in- 
terested in drawing or making things construct models of 
early inventions. A display can be set up, yid the model 
makers can be £iven an opportunity to explain how the in- 
ventions worked and contributed to our economy. 

8. Filming a field trip: Suggest the use of a home movie or TV 
camera to film a field trip to a place of historic interest or 
to a local factory. Recording thevevent on film or video- 
tape enhances the benefits of a field trip by extending the 
experience to other classes. The filming also records high- 
lights for later discussion in class. 

9. Ideas of early economists: Using Robert L. Heilbroner's 
The Wordly Philosophers a$ a source, have selected stu- 
dents deliver short reports jOn the contributions of leading 

* early economists (Adam Smith, David Ricardo, Thomas 
Malthus, and John Stuart Mill) <jn the development of the 
main concepts of capitalism (private property, individual 
initiative, the profit system, and competition). 

10. Graphs: Consult the statistical appendix to the Council of 
Economic Advisers' annual Economic Report' to thePresi^ 
dent or any other available source for the latest figures on 
the GNP. Using these figures, construct a pie chart show- 
ing the percentage of total annual expenditures accounted 
for by consumer spending, business spending, and govern- 
ment spending. Compare the GNP (or the current year 
with the GNP of previous years in constant dollars by* 
constructing a line graph, using intervals of 5 or 10 years. 
The line graph will indicate the country's economic growth. 

11. Him: Use a film such as Ftatboatmen of the Frontier to 
show how early settlers in Ohio depended on water'tran*- 
portation. (11 min.; Encyclopedia Britartnica) ' 

12. Graph: U$ing 10-year intervals, beginning with the first 
census - that of 1790 ^construct a bar or line graph show- 



ing the growth of our total'population and the growth of 
- - GNP, 1790-1860. Probably the most convenient source of 
the data is the latest edition of the Statistical Abstract of 
the United States, published by the Bureau of the Census. 

13. Special research topics: Ask a student to investigate one of 
the following topics: 

Gallatin's policy as Secretary of the Treasury 
Clay's American System / 
Early turnpikes (toll roads) 
The building of the Erie Canal 

14. Letters; Have the students consult their textbooks and ref- 
erence books, and then write personal letters to friends 
describing one of the following imaginary experiences: 

A trip west on the Cumberland Road 
A trip west on the Ene Canal * 
A visit to an early New England mill town 
A visit to a Southern plantation 

15. Map of early transportation routes (1816r40): On an out- 
line map oftthe United States, mark the water and land 
-routes to the West. Include the Old Wilderness Road, 

Cumberland Road, Forbes Road, Genesee Road, Oregon 
Trail, Santa Trail, Erie.Canal. Consult Historical Atlas 
of the United States. 

16. Headlines: Explain how each of the following headlines in- , 
dicates that some Federalist ideas survived the existence of 
the Federalist Party. 

Second Bank of United States Chartered 
First Protective Tariff Passed 
National Road Under Construction at Federal Ex- 
pense 

17. Cartoons: Draw a cartoon about Clay's American System, 
illustrating how the three sections (North, South, West), 
and the nation as a whole, were expected to benefit from 

' Clay's ideas. Use arrows to indicate the flow of trade from 
section to section if a map is part of your cartoon. 

18. Oral reports: Assign oral reports on the following topics: 

Economic conditions in the United States in 1816 

Clay.'s American System 

The canal-building era: 

Internal improvements lf 

" John Jacob Astor 

John Marshall's "economic* court decisions 
Federalist ideas that survived the Federalist Party 
Early American inventions 
The Hartford Convention 

19. Tape recording: Have students prepare a tape recording 
on The Economic Growth of the Early Republic," which 
can later be played back to the class for review* The ma- 
terial heard might include Hamilton pleased with the suc- 
cess of his financial plans, Lewis and Clark on the possibil- 
ities of the Louisiana Territory, a summary of the Census 
Report of 1810, a description of the new nationalism after 
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the War of 1812, the voices of travelers along the National 
Road or on the Erie Canal. 

20. Then-now: How many of the following "persistent eco- 
nomic questions" of the early republic are°with us yet? 
Why? 

Should the federal government raise or lower tariff 
rates7 

What kinds of excise, taxes should the federal govern- 
ment levy7 

What action should the United States take with re- 
spect to the national debt? 

Should the federal government build national roads 
, with federal funds? 

21. 'Now-then: Have the students investigate, a current na- 
tional economic controversy dealing with taxes, tariffs, 
federal expenditures for the general welfare, etc., by read- 
ing newspapers or magazines, listening to radio, or view- 
, ing television programs. Then assign the class the task of 
finding earlier counterparts to the modern problems as 
presented in their text or other reference materials. 

22. Map: Ask the students to draw the boundaries of the Loui- 
siana Purchase and to indicate the route of the Lewis and 
Clark expedition on an outline map of the United States. 

23. Pictorial history: Students can visualize and often obtain 
deeper insights into American history via paintings, draw- 

" ings, and photographs. A number of pictorial histories are 
particularly helpful for this. purpose, e.g.:, % 

Mitchell Wilson, American .Science and Invention: A 
, Pictorial History (Simon and Schuster) 

James Truslow Adams, Album of American History, 

Vols. 1 and 2 (Scribner) 
Ralph H. Gabriel, Pageant of America, Vols. 6 and 8 

(Yale University Press) > % 
Herbert Butterfield, The American Past (Simon and 

Schuster). * % 

24. Film: Industrial Revolution: Beginning? in the United 
States describes industrial progress from the first thread 
mill in 1791 to the expansion of the railroads. It illustrates 
how industrialization brought about the rise of big cities, 

^ and the decline of the agricultural economy. (Color, 23 
r min., guide; Encyclopedia Britannica) 



25?» Game: "ECON/GNP." This computer-assisted game simu- 
lates the U.S. economy. Decisions are made which effect 
the productive capacity of the country. (Time: 1-2 hours; . 
no. of players: 2-10; Digital Equipment Corporation) 

26. Game: "National Economy r The purpose of the game is to 
aid understanding <ff the relationships between growth, ii£ 
flation, national income, and unemployment. It alto 
shows how activity in different kinds of industries can 

~fiave different effects on the economy. Participant role- 
play representatives of the business community on an eco- 
nomic policy committee, separated into three industrial 
groups producing staple consumer products, luxury goods, 
and producer goods. They must decide on the yearly level 
of investment if each of these sectors. Their objectives are 
to maintain full employment without inflation and to pro- 
mote orderly growth in the economy, (lime: 2-5 hours; 
teams of six; Didactic Systems, Inc.) 

i 

27. Rim: Saga of the Erie Canal recreates the period during 
which the Erie Canal was constructed; (Color, 11 min.; 
Coronet Rims) 

28. Him: America: The Land uses letters, diaries, town rec- 
ords, and other sources to recreate the lives of pioneers 
who made their way through the* Cumberland Gap. 

(Color, 24 min.; SCerox) 

29. Rim: Frontier Experience depicts the dangers, loneliness, 
and hardships of pioneer life on the frontier.* (Color, 25 
min.; Learning Corporation of America) , 

30. Problem for analysis: In 1825 the completion of the Erie 
Canal in New York State, which linked the Hrdson River 
at Albany to Lake Erie at Buffalo, reduced. the cost of 
transportation from $100 per ton to $8 per ton. Soon 
after, productivity (output per worker-hour) began to rise 
in manufacturing, too. 

(a) Why do specialization and division of labor cause 
production per worker to .rise? 

(b) What is the relationship between the size of the 
maricet and specialization? . 4 

(c) , How does specialization lead to the development of 

new technology? 
s(d) Is specialization a basic requirement for economic 
growth? Explain your answer; 
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Topic 6 

ThA^Age of Jackson 



Economic Facte* Conoepta, Principles, Of 

► The Second Bank of the United States 

► Centra) banking , " 

► Functions of banks and central banks 

► Economic impact of Gibbons v. Ogden 

and the Dartmouth College cases 



Few American presidents have been as colorful as An- 
drew Jackson. He was the first president to be born in 4 
poverty. At the age of 14 he fought the British (receiving 
a nasty scalp, wound from a British officer's sword). He 
killed "the best pistol shot in Tennessee" (Charles Dick- 
inson) for making insulting remarks about Mrs. Jackson^ 
He tackled economic issues with the same bullish deter- 
mination that typified his approach to personal feuds, 
warfare, and political cor 

Between the end of the War of 1812 and Jackson's 
election to* the presidency in 1828/ greater specialization 
developed in theUnited States. The various regions con- 
centrated on producing those things for which they were 
best suited, and the use if steamboats on rivers as well 
as the building of canali and. roads helped to inotase 
trade among the regions! The importance of these devel- 
opments is shown by the fact that the Erie Canal caused 
freight rates to drop to 5 percent of their former levels, 
that withinp twelve years the canal had earned enough to 
repay the $7 million cosjt of building it,* and that Missis- 

their destinations f ou* times 
propelled by hand or animal 



sippi steamboats rea< 
faster than could bai 
power. 

Judicial develop! 
the Supreme Court 



ts Were also important In l824 
lifted the monopoly that New 
York State ha<J given to#one_cqmpany to operate steam- 
boats on NeW York waterways (Gibbons v. Ogden). 
Thus, competition was encouraged by federal cpurt ac- 
tion. Earlier, in the Dartmouth College case of 1819, the 
Supreme Court declared that a private charter is a con- 
tract that cannot be changed by a state. This proved to 
be a boon to business, for it would mean that the char- 
ters of private corporations were protected by the con- 
tract clause of the Constitution. Thus, state control over 
corporations was limited, which encouraged business 
growth but [also led to abuses of corporate privileges. 
From this jKrij^on; th? study of U.S. history demands 




\thai many other canal-bulking projects were 



dose attention to the actions* of the state and federal 
courts to see how their decisions affected the economy. 

One value question that arises hoe, of course, is 
the extent to which government can or should control 
private bqstrps. Another is the question df the proper 
role of the federal government in providing funds for 
various i mp r ov e m ents in publk facilities. Jackson* veto 
of the Maysville Road bill in 1831 shbukim^agobd,, 
case study. (Tantalizing question: How dob one explain " 
the veto in view of Jackson's general support of internal 
improvements and his approval of the Cumberland Road 
bill just a few days later?) 

Two of the most exdting events of Jackson's admin- 
istration involved the tariff laws of 1828 and 1932, and 
the chartering of the Second Bank of the United States. 
The students should understand why the South so bit- 
terly opposed a tariff (Jackson's threat to spread blood 
all over South puroB&, and congressional modifica- 
tions of the tariff , prevented a civil war), and why many 
switched sides over the issue. (What economic factors 
caused Northerners who earlier opposed tariffs to change 
position and- support the levies in the 1830s, while 
Southerner^ switched from approval to disapproval? 
And in more recent times, why did some industries and 
labor organizations that strongly supported ifree tmdi 
immediately after World War II favor trade restrictions 
in the 1980s? Which side is "right" in each case?)* 

To understand Jackson's "warf vnthihe Second Bank, 
students must know about the functions of banks in 
general and the role of central banks in particular. A 
brief history ofJbanking will help! It should include the 
' development of paper money (goldsmith's notes, cur- 
rency issued by banks eariy in th^ country's history, 
and so on), the functions of banks as safekeepers of 
valuables and as lenders of money, the use of checks, 



2. Be sure that all views are fairty.represented in these important 
controversies. 



and the importance of reserves. It is up to the teacher to 
decide whether, or not the class is ready to learn how 
banks cremate money through bank credit expansion and 
how the Federal Reserve System controls this power of 
the commercial banking system. 3 Whether or not they 
know how it is done, .however, thestudents should real- 
ize that banks do create money, that checks serve as 
money in our economy, that "checkbook money" (de- 
mand deposits) makes up about three-fourths and cur? 
rency about one-fourth of the money supply in its most 
harrow sense (M-l), and that the money supply can ex- 
pand and contract. 

The powers and functions of the Fedeipl 

, i eserve a 

System can be compared with those of the Second Bank 
of the United States. Some of the criticisms leveled at 6 
the Second Bank* were very similar to criticisms of the 
Fed that we hear today. Some charged that the Second 
Bank kept interest rates too high, and the same charges 
are made today whenever the Fed takes actions that have 
the effect of raising interest rates/Some did not like the 
idea that §q powerful an institution as the Second Bank 



Was not under direct control of the administration, and 
there are some today who feel that the Federal Reserve 
should not be independent of the presidency. ' 

When Jackson vetoed the bill to rtcharter the Set- 
qrtd Bank of the United States, its director, Nicholas 
Biddle, called in loans from smaller banks. These banlcs, 
in turn, had to call in loans they had extended. Unable 
to raise the money quickly, many businesses that had 
borrowed from banks failed, and the country went into 
a recession known as Biddle's Panic When one 
group threatened to camp in the Capitol until tpe bank 
was rtchartered, Jackson warned them: "... I Will hang 
you . . *jon gallows higher than Hainan*." That ended the 
protest, the Second Bank, of the United States went out 
of existence, and the nation's banking system started to 
head for chaos. With no central bank in control, many 
banks extended loans too freely and issued too-much, 
paper money. People lost confidence in banks and in 
paper money, and another panic occurred in 1837. That 
era of "wildcat banking" dearly illustrates the impor? 
tance of a stable system of money and banks. 4 



DISCUSSION QUESTIONS 



Economic concepts, ideas, etc.* that might be brought up in answering the questions are printed in heavy 
type (boldface)^ a 



Why is the protective tariff often a local issue 1 *? 
Free trade vs. protection; effects of tariffs; effects of for- 
eign competitipn. 1 

(a) Why did Southern support for a protective tariff in 
1816 turn to strong opposition in 1828 and after? . 

(b) $How was the tariff controversy of 1832-33 finally set- 

tled? Was this a wise solution? ■ • 

WhatTole do banks perform in our economy? 
Money and credit; savings; economic growth; specializa- 
tion and exchange; trade. 

(a) Why was there little need for bviks in early frontier 
days? Why did the need arise later? 

(b) In what way is banking a business enterprise? 

(c) How does a commercial bank differ from a savings 1 
bank? ' 



Use of checks; creation of money by banks;'savinf»;^ 
safekeeping. 

Compare the Second Bank of the United.States (1816-36) 
with the first (1791rl811). o * * . . 

Central banking; government and the banking system; 
monetary stability. 

The Second JJank of the United States has been called "our 
first central bank." 

(a) Whnt is a central bank? Why are central banks con- 
signed to be necessary? » 
Money and credit; monetary stability; banks and 
businesses. ' 

i 

(b) How do central banks control other banks? 

Bank reserves; credit expansion and contraction; inr 
teres* rate changes. 



Consult a standard college jextbook on the principles of eco- 
nomics (sections on money; credit, and banking) for an explana* 
tion of the money-creating process and the role of the "Fed" as 
the nation's central bank. See George R. Taylor, Jackson vs. 
Biddle's Bank: The Struggle Oyer the Second Bank of the United 
States, 2nd ecL (Lexington, Mass.: Heath, 1972), for a (Retailed 
account of that bank controversy and its implications. 



Note, however, that the banking crisis was not the only cause of 
the panic of 1837 and the ensuing depression. The price of cot- 
tori in the London market dropped, making it hard for Southern 
planters to meer their expenses and to repay loans. Land values 
dropped. Grain crops failed because of poor weather, affecting 
the railroad and shipping industries as well as the farmers. Rail- 
road building had declined in 1836, and money invested in west- 
ern lands and urban real estate had failed to yield quick profits. 
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(c) Should central banks have the power to control the 
■ operations of local banks? Explain. 
Regulation of money supply* 

5. Did Jackson's decision to abolish the Second Bank of the 
United States retard or encourage American economic de- 
velopment? Explain your answer. 

Role of central banks; effects of expansion and contraction 
of the money supply oh the economy; importance of uni- 
form and stable currency; 

, ' • f 

6. Hdw is it possible for a bank to use its deposits as a means 
of creating credit for the use of borrowers? 

Money, creation through bank credit expansion. 

(a) } Why do loans and deposits of die banking system ex- 
< pand and contract together? ' 

(b) What are the limits of the lending power of die bank- 
\ : ing system? 

Role of legal reserve requirements. 

7. Did the First and Second Banks of the United States have a 
healthy influence on American financial development? Ex- 
plain your answer. * - 

Central banking; money and credit expansion; effects of 
* overissuing paper, notes. 

8. What is meant by a "financial panic*?' 

Money/ banking, credit and their effects upon the econ- 
omy; business recessions and depressions. 

. o 

(a) Why were such panics likely to follow periods of spec- 
ulation and easy credit? 

(b) What caused the Panic of 1837? What were the out- 
comes? • * 

9. Explain the roles of river steamboats, the Erie Canal, and 
the railroads in the economic growth of the United States 
between the War of 1812 and the end of the Age of Jack- 

• son* , 
Technology; importance of tr a nsportation and communi- 
.cations; specialization and exchange; national economic 
unification. 

10. The decisions of Supreme Court Justice John Marshall re- 
flected the nationalism of the period, and many dealtiftth * 
economic issues. What were the economic effects of Mc- 
Cuttoch V. Maryland; Gibbons v. Ogdtn; Dartmouth Col- 
lege case? 

Relation of banking; state and federal controls; inter- 
state commerce; monopoly; corporations, 

11. The*U,S. government has given "grants-in-aid* to states 
- for highway construction and other purposes; Is it a 

• proper function of the federal government to provide 
•fuhds for various intrastate improvements? Justify your 
y answer. 

Sodal capital; government's role in the economy . 



12. Explain the popularity of federal and state "users' fees" for 
the maintenance of highways. 

13. Why has the Age of Jadcson been called "the golden age of 
the entrepreneur and small capitalist"? 

Rede of die entrepreneur; large vs. small business. 

14; "From the first days of the republic the role of government 
in the economy has been a subject of public debate/ Ex- 
plain. 

» , o * 

15. Decisions of state and federal courts can profoundly affect 

the economy. 

(a) In what way can court decisions affect the economy? 

(b) To what extent should the courts have the power to 
affect the economy? Defend your answer. 

16. Andrew Jackson general^ supjK>^ 

ments paid for by the national government. Yet, a few 
days after vetoing the Maysville Road he approved the 
Cumberland Road bill. How can dm be explained? 
Government's role in tfce economy; pitrpoees of taxation; 
political vs. economic motives; who pays for improve- 
ments and who benefits. 

* * * ■* * . * 

17. (a) What region of the United States was beginning to be 

industrialized in the Jacksoniah era? Why ? 
Geogr ap hical advantages; productive resources; cap- 
ital accumulation from shippin g ? , entrepreneitrship. 

(b) How did the rise of the factory system, the increase in 
k> immigration, and new transportation systems such as 

0 the railroads and ca^ economic activity in 
some cities and towns? 

(c) How was the appearance of the city changed by indus- 
trialization? 

- ** - * 

(d) What economic and social, problems developed as a 

result of industrialization? . 
Overcrowding; inadequate infrastructure; health 
m problems; crime* , 

18. The Age of Jackson witnessed the beginr^ of the indus- 
trial revolution in America, 

(a) How did industrialization affect agriculture? 

(b) Why did skilled and unskilled workers try to form 
- unions in the Age of Jackson? - 

* (c) What difficulties did the eariy unions encounter? 

(d) What economic, sodal, and geographic factors made 
possible the rapid rise of textile factories in New En-° 
gland? 

— (e) Why did the South experience fewer economic changes 
than the other sections between 1825 and 1850?. 



ACTIVITIES 



1. Motivation for study of banking:. Build interest in bank* 
ing by^reading excerpts to the class from Put That Dust 
Backk>y Bruce G. Mortimer. This book contains a collec- 
tion pf interesting, often humorous, anecdotes and stories 
about banks and banking. 

2. Materials on banking: Write to the publications or re- 
search department of the Federal Reserve Bank of your 
district for publications on money and banking useful to, 
your classes. Two of the best are: 

° Keeping Our Money Healthy, Federal Reserve Bank 
of New York. , ' 

The Story of Checks, Federal Reserve Sank of New 
York. 

3. Individual research projects: Ask individual students to do 
research and report to the class on one of the following re- 
form movements: 

« \. 
The antislavery movement 
* ' Ideal* or Nitopiah" communities . j 
Early trade unions 
Waltham System * 

Opposition to child labor in nineteenth century fac- 
tories 

4. Debate: Resolved: That rechartering the Second Bank of 
the United States is essential to the economic development 
of the nation. * 

5. Reports on the history of banking in the United States: 

Have individual students prepare oral or written reports 
on topics dealing with the history of banking: 

Hamilton's United States Bank: organization, pur- 
poses, accomplishments 
Andrew Jackson and the Second United States Bank 
Nicholas Biddle: 1us personality and accomplish- 
ments 

Wildcat banking: the need for banking controls 
The independent Treasury system: its organization 
and accomplishments 

6. Speaker: Invite a local banker to speak to your class on 
the banking business, especially the loan function and 
check-clearing features, and the banker's view of the role 
of banks in the American economy. 

7. Panel discussion: Ask a small committee to read to the 
class and discuss the application of the provisions of Arti- 
cle I, Section 8, Clause 3, of the Constitution of the United 
States, which gives Congress the power to regulate inter- 

' state commerce. Points' for panel discussion should in- 
clude conditions that pertained under the Articles of Con- 
federation, reasons for the inclusion of the clause in the 
powers of Congress, influence on the Gibbons v.Ogden 
case, and the clause's importance today. 

Si Role-playing: Imagine that the only baiuV in a small town . 
has announced that it will liquidate its asiets and dose 



_ down in sue months. A committee of townspeople has 
~~ been formed to induce the baii to stay c^. What would 
each of the following say at the hearing? 

A middle-aged person saving for old age 
A householder who pays by check 
A merchant whose business is seasonal 
A small manufacturer that jells all its products out of. 
town 

9. Panel on banking: Ask three students to investigate and 
then expound the policies in regard to the relation of the 
government to the banks and banking which were advo- 
cated by each of the following: 

Alexander Hamilton 
Andrew Jackson 
"Martin Van Buren 

10. Dramatization: Have the students write a skit in which 
four great American leaders discuss an important eco- 
nomic issue -the extension of die National Road. Select 
students to impersonate Calhoun, day, Marshall, and 

Jackson; 

11. Cartoons: Have the class draw cartoons or diagrams ctt 0 " 
one of the following topics: 

Reasons for the es ta b lishm e nt of ^t^ 

Banks of the United States. 
Why certain groups were opposed to the formation of 

the First and Second Banks of tre United States. 
Andrew Jackson and the Second Bank. 
Wiry many ordinary Amerkans supported Jackson in 

his fight with the Second Bank. 

12: local economic history: If you live in a community that 
existed during the Age of Jackson, your students can pre- 
pare an interesting oral or written report on the commu- 
nity's early ecorK>m k ^ u Vvelopmen t . As an alternative, a 
committee, or the entire dass, might prepare a booklet oft 
the community's economic beginnings and progress; Con- 
sult the local historical society for materials available. 

13. Class new spap er: Have the students write articles for the 
Journal of Economies, * daps n e w s pap er, which discusses 
the economic issues of the Jacksbnian Period. The articles 
might indude: The MaysviBe Road Veto; The Removal of 
the Eastern Indians, The Tariff Controversy, NuBiffca- 

. Hon, and Jackson's War on the Second Bank of the United 
States. 

14. Rhnstrip: The Evolution of Money and Banking {1976). 
U.S. Economy in Action Series: The Role of the Commer- 
cial Banking System. Traces the development of money 
through history to show how our modem credit economy 

• evolved* The creation of money by commercial banks is 
explained and the history of banking in the United States 

1 is discussed. (Color, cassette or record, teacher's guide; 
Random House/Educational Enrichment Materials) 
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15. Game: banking * Through simulation awl role-playing 
participants have a chance to observe, analyze, ami solve 
problems in a specific iector<rfAeea»^y. The game ui^ 

— t volves the financial activities and decisions of commercial 
banks. It illustrates that a bank » both a profit mramizer 
and an influential factor in stintulating business and en- 
couraging local economic development through its transr 
actions. (Time: 2-5 hours; teams of six; Didactic Systems 
Inc.) , 

16. Film: Age of Jackson. (16 mm,, Mack and white, 29 min- 
utes; National Education Television Him Service) 

17. Fttmstrip: Early Americans on the High Seas shows the 
opening of world markets to American trade and develop- 
ment and the use of clipper ships. (Blade and white; YaW 
University) 

IS. Chart: Have students summarize in dart form the views 
of Hamilton Jefferson, and Jackson on the national bank, 
the tariff, and nullification. * . 

19. Reports: Ask the students to present brief oral reports or 
thumbnail written reports on outstanding personalities of 
the Jacksoman Era (Calhoun, Benton, day, Webster, Bid- 
die, Van Bureau, Harrison, Peggy ONeffl (Eaton), and 
Rachel Jackson). Reference: Car! Fish, The Rise of the 
Common Man* 

20. film: Money: Summing It Up (1982) teUs the story of 
money and exchange; from bartering to payment by check, 
and the development of banking. Outlines events in 
American banking history that led to the organization of 
the Federal Reserve system. (16 mm, 23 min.; Federal Re- 
serve Banks of Cleveland and Chicago; free ban) 

21. Fttmstrip series: To study the role of women in American 
economic history, show pertinent parts of die series 
Woman in American History (6 color filmstrips with rec* 
ords or cassettes; Educational Activities, Inc.) 



22. Comntttee report: Ask a committee of students to study 
the past and present roles of young people in our econ- 
omy. Investigate questions such as die following: 

(a) What were the rojes of children and teenagers in the 
^ late eighteenth and^nineteenth centuries? 

(b) What are.their roles today? 

(c) , How have those roles changed? 

(d) Why have they changed? 

(e) What problems do young people have today? 

(f ) How do these problems resemble or differ fromthoee 
of ye s terye ar? 

(g) Can we learn anything from oufr economic history 
that might help us try to solve these types of prob- 
lems? Explain your answer.. 

23. Film: To study railroad tjuilding in the United States from 
1830 to 1870, show Life and Times of the Iron Horse. (16 
mm, black and white, 11 min.; McGraw-Hill Textfihns) 

24. Hm: To learn about life on a plantation and the overall 
sodal and economic effects of planter domination, show 
Plantation System in Southern Ufe\ (16 mm, color, 11 
min.; Coronet Instructional Bhns) 

25.. Problem for aulysis: Every American city and town has 
reminders of past economkhfe. Usually 
factory, a waterfront, or a warehouse. After a dass vttt 
v to the site, ask your students to research the following 
questions: f 

(a) Whobuikthefktfity?Howw^ 
where did it come from)? 

(b) Why did the enterprise or industry flourish or perish? 

(c) When did a railroad or canal reach the area? ' 

> (d) When, and why, woe other local industries estab- 
lished? 

(e) Why did the city or town not spread across a river or 
railroad before the early twentieth century? 

(f ) Why did immigrants settle in the "new town"? 
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Topic 7 

Sectionalism and the Coming 
of tho Civil War 

v - 

^Eoo^ioeefo ^* acte^ ^Jo^ioe^jta^ ^^^t^idpSaep or ^^ro^iiew^e ^ 

► Discovery of gold 

► Inflation | 

► Economics of slavery 
*r Economic dtfferences between the sections 

► The tariff controversy 

► Effects of tariffs 



Between the end of Jackson's administration and the 
beginning of the Gvil War, many important events oc- 
curred in America. During Van Burens administration, 
the United States and England nearly went to war-over 
the disputed boundary be t Wee n Maine and Canada (the 
question was settled by the Websfcer-Ashburton Treaty 
of 1842), and in 1544 they squabbkd again over the 
Oregon'Territory: The latter issue was settled by treaty 
in 1846, with the United Sta tes^etting part of the terri- 
tory. Ecohomkcorisidera^ 

those two a gr eements, for a lucrative trade had devel- 
oped between the two countries, and the British had ho 
desire to disrupt it. 1 Victory over Mexico in a war car- 
ried on in 1846-48 added more territory to the United 
States. This and other geogiaphk^ growth was accom- 
panicd by population increases and economic expansion. 

The discovery of gold in Odifornia had a profound 
effect on the development of that area and on the nation 
as a whole. U.S. gold production had been less dun 
$1 million in 1847, but rose to $65 million by 1853. This 
was a mixed blessing, however, for it helped bring on an 
inflation. The inflation was not too serious, and it prob- 
ably helped to keep the nation prosperous for a few 
years; In fact, the period bebveen the end of 1849 and 
ceariy 1857 was on the whole one of considerable pros- 
perity. 

Inflation is a general and sustained rise in prices 
that affects the entire economy. Students should under- 
stand the difference between money income (nominal 
income) and real income* R^al income, refers to die 
amount of goods and services that can be bought with 



1. It is interesting to note how often in history e co nomic relations 
have led to peace and friendship and how often barriers to trade 
have helped lead to conflicts. 



one's money income. Suppose, for example, that a per- 
son had a money income of $100 per week in 1967 and 
that in 1982 that income was still $100. During that 
period die Consumer ^ Price Index (OT) n*e from 100.0 
to 289^1, however, indicating die person would need to 
spend $289.10 to buy die same amount of «oodt and 
services dial could be obtained with $100 in 1967. Since 
money income remained u n c han ge d , the person's red 
income' dropped sharply. Only someone whose money 
income goes up at least as fast as prices does not lose 
buying power during inflation. 

the student who works to earn money, who re- 
ceives an. allowance; or who informally shares in the 
family income can certainly be affected by inflation. 
Many bask economics textbooks include stinfrie expla- 
nationsof the sorts of prke indexes used to measure in- 
flation, and everyone should at least know what prices 
the indexes cover and how they can be used. For in- 
stance, in die example given above, the CPI was used to 
"deflate* money income to real income. To do so one 
simply divides one's 1982 money income ($100) by the 
1982 CPI Q»3) and multiplies the result by 100. It 
turns out that money income of $100 in 1982 is the 
equivalent of about $34.59 compared to the purchasing 
power of $100 in 1967; More simply oqwessed, the pur- 
chasing power of $1.00 in 1967 had fallen to about 35c 
inl982. 



Theie are several possible causes of inflation. If a 
nation uses gold or silver for money (or if its paper 
money is backed by these met^), the discovery of l»»e 
amounts of gold or silver can cause infktion. That; at 
least, has been the case in previous history. Modern 
governments/however, are likely to take steps to offset 
such an effect. Inflation can also be caused by issuing 



too much paper money. In general, if the supply of 
money rises faster than the supply of goods and ser- 
vices, prices will climb. 

Germany after World War I provided an extreme 
example of inflation through expansion of the money 
supply. The German government printed enormous 
amounts of paper money and, as a result, prices soared 
to the point where it took a bushel basket full of money 
to buy a loaf of bread. This so-called hyperinflation al- 
most brought the German economy to a halt until all the 
old currency was called in and new currency —issued at 
a much dower rate— was introduced. 

Banks can contribute to inflation by extending loans 
too freely (see previous topic). Labor unions that have 
obtained wage increases in excess of worker productiv- 
ity have been blamed for inflation. (If a worker contrib- 
utes $55 worth of value to a factory's daily production 
but starts to receive a wage of $60 a day, then the em- 
ployer will probably need toraise prices to customers to 
cover the additional $5.) If monopoly practices on the 
part of business increase and thus reduce competition, 
that helps prices to go up. The government can cause in- 
flation by increasing its own spending at a time when 
the economy is already producing at foil capacity. Since 
national output cannot be increased under these condi- 
tions, the government must compete with private buy- 
ers for the limited supply of goods and services, thus 
forcing prices upward. That happened in the second half 
of the 1960s .when the government stepped up its spend- 
ing because of the Vietnam War but did not increase 
taxes sufficiently to pay for the extra costs. Many econ- 
omists believe this was the real beginning of the serious 
inflation that took hold in the 1970s and was still going 
on in the early 1980s. 

The whole question of inflation is controversial be- 
cause people will disagree on whom to blame, who is 
most affected, and what should be done to stop infla- 
tion. Some economists feel that a mild inflation can 
even be good. If business has been slack and the rate of 
growth of the economy has been too low, a modest in- 
crease in average prices might help to stimulate business 
to build more factories, buy more equipment, hire more 
workers, and produce more goods.; 



tuen back now to other aspects of American his- 
tory in the 1850s apart from the consequences of the dis- 
covery of gold. The favorable economic situation that 
followed the finding of the gold was not accompanied, 
by political tranquility. Slavery was becoming a burn- 
ing issue. The economics of slavery is a fascinating sub- 
ject for study. Was it really profitable to own slaves7 
Would Southern plantation owners have been better off 
.with free labor? What effect did slavery have on the 



economy of the South? Of the natioft as a whole? Sev- 
eral books are available that address such questions. 2 

By the middle of the nineteenth century, three eco- 
nomic sections had emerged in the United States. The 
Northeast was dominated by finance and industry, while 
the South and West were agricultural areas. Creditors 
were a power in the Northeast, while debtors were influ- 
ential in the South and West. Creditors would naturally 
favor sound money or even deflation, while debtors 
would hope fair inflation. To illustrate, go back to our 
previous calculation in this topic. Note that every $1 
loaned out in 1967 and scheduled for repayment in 1982* 
wound up with a purchasing power of only 35c in 1982. 
This is a decline of almost two-third?. Many of the peo- 
ple who owned tends -which are certificates of indebt- 
edness -and those with their money in pavings accounts 
therefore suffered a loss during the period. The interest 
they received may well have failed to offset the drop in 
the purchasing power of the repayments of principal 
they received. The lender's loss was .the debtor's gain, 
for the debtor could pay the loan off ut dollars that woe 
worth less than those that Were borrowed: 

the Northeast differed with the South and West on 
the question of tariffs, too. The Northeast favored high 
tariffs to lessen competition from foreign goods, while 
the South and the West, which were buyers of items 
manufactured abroad as well as sellers in foreign, mar- 
kets, sought lower tariffs. Many historians believe that 
the economic differences between the North and South 
were more important than the slavery question in bring- 
ing on the Gvil War . > * ~ 

bi the decade that preceded the Civil War, much 
happened to strengthen the North. A process of con- 
verting pig iron into steel was developed in 1851; In 
1853, die New York Central Railroad was formed by 
uniting several smaller lines, thus providing an impor- 
tant transportation line between the Northeast and the 
West. This tied the West to the Northeast economically, 
for goods could now flow more easily to the Northeast 
than to the South, ami this may have eventually helped 
the West to decide to side with the Northeast in the Civil 
War. ' , 

Other events favorable to the North occurred be- 
sides. Trade with Asia expanded. A trade treaty with 



2. For example, see Alfred H. Conrad, The Economics of Slavery 
(Chicago: AWne, 1964); Eugene Ganovese, The PoMkxl Econ- 
omy of Slavery (New York: Pantheon, 1965); U. B. PhUHpt, 

" American Negro Slavery: A Survey of the Supply, Employment 
and Control of Negro Labor as Determined by the Plantation 
Regime (Baton Rouge: Louisiana State University Press, 1968); 
Alfred H. Conrad and John R. Meyer, The Economics of Slavery 
and Other Studies in Econometric History (Chicago: Aldirie- 
•Atherton, 1972); Robert W. Fogel and Stanley Engerman, Time 
on the Cross: The Economics of American Negro Slavery (Bos- 
ton: Little, Brown, 1974). 
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Canada ended the possibility of war with that country, 
the opening of the Sob canals in 1855, linking Lake Su- 
perior and Lake Huron; provided cheap transportation 
for iron ore from the West, The development of the 
Marsh harvester in 1858 doubled grain output* Oil was 
' discovered in Pennsylvania in 1859, and gold and silver 
were found in Colorado and Nevada in that same year* 



Between 1850 and I860 the population of the United 
States increased by more than 35 percent; much of this 
increase was accounted for by immigrants, who I 
settled in the North and West. All of these economic de- / 
velopments served to give the North an advantage over/ 
the South when the war finally broke out. 



DISCUSSION QUESTIONS 

Economic concepts, jdeas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. Show how each of the following contributed to bitternest 
between the North and the South from 1820 to 1860. 

(a) The tariff controversy. 

Effects of tariffs on living corf* and trade; free trade 

vs. 



(b) Westward expansion. 

Regional speriaKrahon; land as a resource; land poli- 



te) The antislavery movement. 
Labor; economics of slavery; 



vs. 



2. Describe the economic diff erence s between the North and 
the South before 1850. X 

- Regional specialization; agriculture vs. industry; statu* of 
economic development. 

3. Why did many Americans of the time consider the Com- 
promise of 1850 to be "the final solution* of the slavery 
question? 

* 

4. Analyze the effects of each of the following developments 
on the North and the South during the 185tfs. 

(a) Continued population growth. \ 

t — — Jk nmt m%XAmm n£ -^illna t^^m .1 ■ tit w fc» ,", ^ m f „ 

due ana auanty or popmanon m retaoon to economic 
development* 

> 

(b) Growth of industrial cities. 

L Asa growth; i n d u st r y; technol ogical developments. 

(c) Railroad construction. ] - 
Transportatio^gteclmologlcal'oVveip^ costs of 
shipmerrtSi 

"(d) Widespread use of the reaper and otner farm equip- 
ment on northern farms. 

Technology and productivity; production costs; agri- 
culture. 

5. During the period 1800-50 the population of the West in- 
creased threefold. Discuss (a) two reasons for this remark- 
able growth and (b) the effect of the growth of the Weston 
three national problems' of the period. 

Population; economic growth ami development. 



6. How did the discovery of gold in Calif ornia in 1848 affect 
prices in the United States? 

■ supply and supply of 



(a) How did persistently rising prices (inflation) affect 
^ southern slaveholders; debtors; creditors, who held' 

long-term bonds acid mortgages; business activity- in 
general? 

(b) If your salary remains axistantwhik prices rise, what 
happens to your mi income? Explain your answer. 
Money n* mi real Incest Con«nw Hte hr 



7. Discuss the slavery provisions of the original U.S. Consti- 
tution. <■ 

(a) Evaluate CalhounVaigumertts in defense of slavery. 

(b) Was northern opposition to slavery chiefly on moral' 
grounds? Defend your answer. ^ 

of slavery; labor; econ o mi c vs. 



\ 



Account for the large increase in the price of slaves in the 
Southern states before the Civil War. 

[ and supply; labor as a factor of production. 



\ 



(a) Why did the North oppose the admission of new 
'slave states" into die union? 

(b) Discuss the attitude of each of the following writers 
toward slavery: William Lbyd Garrison in The Liber- 
ator (a periodical); Harriet Beecher Stowe in Uncle 
Tom's Cabin; and Hmton Helper mJThe Impending 
Crisis of the South: How to Meet It 



9. Before the Civil War, economic forces both united and 
divided the North and theSouuV " 

„(a) Discuss two economic differences between the North 
and the South that aggravated sectionalism in the 
uruteo scales* , 

(b) How did these economic differences manifest them- 
selves in politics? 
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10. Explain how the growth of slavery was related to each of 
the following: (a) the cotton gin; (b) territorial expansion; 
(c) the Gvii War; (d) the struggle of the Hacks in the 1960s 
for equal civil rights and an end to all forms of discrimina- 
tion. 

Impact of technology on output and profits; land as a re- 
source; land values; labor and labor costs; social and 
political animosities created by economic exploitation; 
equal economic opportunity. 

11. Review the meaning of "revenue tariff/ "protective tariff/ 
and "free trade." 

(a) How was the country divided over the issue of the 
protective tariff during the Age of Jackson! What 
were the reasons for this division? 

(b) Summarize the main arguments for and against the 
protective tariff. ' 

12. Trade has often led to peace and friendship among na- 
tions, while trade barriers have sometimes led to suspi- 
cion and war. Show how economics was involved in the 
Websto-Ashburton Treaty of 1842 and in the settlement 
of the Oregon Question in 1846. 

13. The South boasted "Cotton Is King!" 

(a) What factors were responsible for the great increase in 
cotton production before the Civil War? 

* * Specialization; productive resources. 

(b) What was the result of this increase on (1) sectional- 
ism, (2) slavery, (3) patterns of land use, and '(4) non- 
slaveholding whites in the South? 

14. Explain how the Consumer Price Index can be used to 
measure the rate of inflation. 

15. Explain why inflation is harmful not only to individuals 
(such as retired persons living on fixed pensions) but to' 
this nation as a whole and other nations as well. 
Effects of inflation on cost of living; , on production costs; 
on competitive positions in international trade* 



16. What can you and your family do to help curb inflation? 
Citizen's role in influencing government policies; wise 
budgeting of personal income; increasing one's efficiency 
and productivity . 

* 

17. The greatest economic fact of the 1850s was the develop- 
ment of the northern railroad network." 

(a) Explain why you agree or .disagree with this quota- 
tion. 

(b) What contributions, if any, did railroads make to sec- ~ 
• tional conflicts? , b 

(c) How were the early northern railroads financed? ' 
Venture capital. * 

18. Discuss the causes of inflation after the discovery of gold 
in California; the causes of inflation in the 1970s and carry 
1980s. 

Relationship between growth & money supply and growth 
of supply of goods and services; hig|i government spend- 
ing; excessive creation of wage increases exceed- 
ing productivity gains; monopoly 'practices; high demand. 

19. How did the Reagan adnunistration try to cope with infla- 
tion? \' , . 

Fiscal and monetary policies. 

20. The South argued that the "wage slaves" in northern fac- 
tories were worse off than the black slaves in the South. 

(a) Compare the economic lot of the slaves in die South 
with that of unskilled workers in the North. Which 
group was better off 7 Why 7 

(b) Why did: nonsbvehblding southern whites defend 
slavery and place political control of the South in the 
hands of the slavehokKng minority? 

Economic rivalry and competition; sdf -interest; sodal 
status. . 

(c) What roles did blacks, both in the North and South, 
play during the Civil War? 

Supported troops; maintained economy on home 
front* 



ACTIVITIES 



1. Editorial: Have students write an editorial for a northern 
newspaper of the 1850s, discussing one of the following: 
the economic costs of slavery, the effects of the Compro- 
mise of 1850, or the consequences of the Dred Scott Deci- 



sion. 



2. Cartoon: Draw a cartoon condemning slavery on moral 
or economic grounds. 

3. Cartoon: Contrast the differences between the plantation 
South and the industrial North. 



4. Individual research: Investigate the era of the.clipper ship 
and then prepare an oral report on the America merchant 
marine during the years 1840-60. 

5. Letter: Imagine that you are spending a month's vacation 
oh a southern plantation during slavery days. Write a let- 
ter to a friend "up North" giving ah account of how the 
work of the plantation was done and how the slaves were 
treated. 

6. Individual reports: Select one of the following "sectional 
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spokesmen", for special study. Prepare an oral report 
about his views on the great issues of the period* 

t?aniel Vyebster Henry Clay 
John C Calhoun Stephen Douglas 

/ 

7. Table: The climate, resources; topography, and other geo- 
graphical characteristics of the North, West, and South af- 
fected their political and economic views. In tabular form, 
indicate the views and the reasons for these views on each 
of the following issues for each of the sections: 

The National Bank 
Internal improvements 
The tariff > i 

8. Dramatization: Ask students to write a script that stresses 
the goals of a frontier farmer who is looking forward to 
national expansion toward the South cud West. The script 
should reflect isolationism/ national pride, "manifest des- 
tiny/ and the movement westward of cotton as well as 
people. 

9. Roundtabk: Divide the class into small committees to in- 
vestigate topics such as the abolitionists, the tariff contro- 
versy, Jackson and the Bank, etc. Have each committee 
select a leader whd will participate in a roundtabk entitled 
"Sectional Strife Splits the Nation* the audience (entire 
class/) should be encouraged to participate in the question- 
ing that follows the formal presentations. 

10. Bulletin board display: Divide the class into three groups 
to represent the three sections of the United States prior tQ 
the Civil War. Then divide the bulletin board into three 
parts. Ask each group to present the outstanding charac- 
teristics of its assigned geographical section an^ the stand 
each section took on the great issues of the day by means 
of cartoons, drawings, pictures, etc. 

/ • 

11. Map-discussion lesson: Ask a committee of students to 
conduct a map-discussion, lesson on the economic differ- 
ences of the West, North, and South. After drawing a 
large outline map of the United States on the chalkboard, 
the class moderator can summarize on the outline map the 
chief points made by committee members as they discuss 
the following: 

(a) How the growth of the West led to controversies with 
the East oyer each of the following: (1) internal im- 
provements; (2) Second Bank of the United States; (3) 
purchase of new territory. 

(b) The differing attitudes of the North, East, and South 
v toward each of the following during the 1830s and 

1840s:. (1) the tariff; (2) internal improvements; (3) 
western lands. 

12'. Map: Have different members or groups of the class draw 



a series of maps that show the territorial growth of the 
United States at various dates between 1789 and 1853. 

13. Summarization: Have the students list three events be- 
tween 1800 and 1860 in which economics affected or influ- 
enced political questions and three events in which politics 
affected economic problems. 

14. Him: Show either of the following films to describe the 
plantation system of antebellum days: Plantation System 
in Southern life "(11 min.;. Coronet) or The Plantation 
South (16 min.; Encyclopedia Bfitannica). 

15. filmstrip: For a review of the slave system, show either 
* Story of Slavery in the United States (Visual Aids Con- 
sultants) or When Cotton Was King (Museum Extension 
Service). 

16. Book reports: Students interested in the economics of 
slavery can make brief oral or written reports on one of 
the following books: 

Alfred R Conrad, The Economics of Slavery (On- 

cago: AWine, 1964) 
Eugene Genovese, The Political Economy of Slavery 

(New York: Pantheon, 1965): 
U. B. Phillips, American Negro Slavery: A Survey of 

the Supply, Employment and Control of Negro 

Labor as Determined by the Plantation Regime 
\ (Baton Rouge: Louisiana State University Press, 

1969) - * 

17. Game: Frontier. This game involves the study of early 
* Anjeric^westwaid expansion by 

tal sectional differences. (Grade level: 7-12; time: 2-4 
hours; no. of players: 25-35; Science Research Associates) 

18. Rim: Show Firebell in the Night (Alistair Cooke's America 
Series)' to learn about the abolitionist movement, the 
Souths defense of slavery, the effects of Reconstruction 
on freed sUves,,and sectional problems. (16mm, color, 
52 min.; Time-life Corp.) 

19. ; Problem for analysis: The second and third quarters of the 
nineteenth century (1625-75) were periods of rapid eco- 
nomic growth/ To discover the factors that stimulate eco- 
nomic growth, assign selected students to research and 
report oh 

Turnpikes and canals Textile machinery 

The steamboat The railroad 

Horsedrawn McCormkk reaper 
, At the conclusion of the case studies, the students should 
be able to discern how each\of the above contributed to 
economic growth.. ■ 

\ 
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Topic 8 

The Civil War 



Economic Facts, Concepts, Principles, or Problems 

► Economic aspects of thel war ■ 

► How economics gave the North the advantage 

► The cost of the war 

► Taxes 

► National banking system 



Xhe Confederacy adopted a constitution very much 
like the Constitution of the United States, but which; 
gave special protection to the existence of slavery -and 
outlawed tariffs that would safeguard industry from 
foreign competition. Thus/ just as the constitution of 
1789 reflected many of the econoirtc^mtercsts of the 
original states, the Confederate constitution dealt with 
certain economic policies of benefit to the South* An in- 
teresting research question is: To what extent were these 
policies really in the best interest of the Souths economy? 

Some of the economic advantages enjoyed by the 
North were cited in Topic 7. A feW others are worth 
noting. The North had a population of more than 22 mil- 
lion, while the South had only 9 million (of which one- 
third were slaves). The North had 105 million acres of 
land in crops, while the South had 57 million* The North 
was the source of 80 percent of aU goods and services 
produced in the country and could produce nine tiines 
as many manufactured goods as the South. The South 
' had only9,000 milerof railroad, the North 22,000, and 
the latter were.more .effic^ The;North 
produced about seventeen times as much iron as the 
South and enjoyed a diversified economy while the South 
relied heavily on just one crop— cottom 

The Southerpersmade some fundamental nwscalcu- 
lations about r thlir economic position. They pyeresB- 
mated European deiparid for their cotton and forgot 
that European nations also needed the food crops of the 
North. Thus, while sopie assistance came from abroad, ; 
foreign support did not live up to the expectations of the ^ 
Confederacy. History, time afteir.time r rfiows the im- 
portance of economics in warfare.it is a grave mistake 
to underestimate the strength of a potential enemy or to 
overestimate one's own economic power>{Fc* example, 
Hitler failed to grasp the tremendous prodtiftive capac- 
ity the United States would be able to bring to bear in 
World WarU.) \ 

Although the North had the stronger economy, it 
was not without problems during the Civil War. A large 
amount of money was needed to pay the costs of the 



war, and the usual taxes did not suffice. Among other 
spedal financial measures, tariffs and excise taxes- 
taxes levied on the sadeof certain commodities -were 
increased. Excise jtaxes are indir^ taxes, which 
that they are levied oh owe party tytartu^ 
another the typical excise tax is levied on manufacture 
ers,.who then include the taxjuvthe price of their goods. 
As a result, such taxes are called "Tudden'-that is, the 
taxes are added into the price of the product, and the 
consumers to whom it is to be sold frequently are only 
partly aware, and sometimes completely unaware, that 
the price tfiey are paying includes such a tax. the same 
is generally also true of the tariff. (Modern examples of 
excise taxes are those on tobacco products, alcoholic 
beverages, and cigarettes*) 

1A^a» is a cosdy ; business, and during the. four years 
of the Civil War theU.S. government spent more than it 
had expended during all of its p^ous history, to hefc 
defray this great expense, the country's first income tax 
was levied. Ah income tax is called a direct tex because 
the payer cannot shift it to someone else. Precisely be- 
cause it cannot be shifted, some believe that die income 
tax is faiier than an indirect^ (It is instructive to c«n- 
pare incoiheW^ 

today. E)u^<^ & 
domes betweeii $600 M^^fj^Av^f^ 1*9* 
with incomes over $5,0O) paid 10 percent. While this is 
certainly simpler than our current rate structure, was it 
fairer or less fair than tfr&y's?) t \ 

Twob^m^rf 
borrowing and (b) issuijftg paper money. Borrowing was 
done through the sale of government bonds. When one 
buys a governi^^ 

government. Paper /noney w* resorted to in 1862, when 
. the government issued fiat money/ or paper inoney witfi 
no b*£k^~such as with sflve|r or gold. Thto indfiey 

was nidu^an^^ / * 

People distrusted the paper notes a^ofteh saved" 



metal coins because those coins were known to have in- 
trinsic value; that is, the coins had value aside from 
their use as money since the metal they contained could 
be melted down and used in the production of goods. 
The government therefore issued paper currency in de- 
nominations as low as three cents to replace the coins 
that were being hoarded.. 

During. wars and other emergencies people may be- 
come worried about the value of the money they are 
holding. At such times they may seek to exchange paper 
currency for gold, silver, or some other commodity 
whose value they do not expect to decline or to decline 
as much as that of paper money. People will also ex- 
change the currency of their own nation for that of an- 
other whose currency appears to b& more stable. Pro- 
viding a safe and sound system of money is one of the 
most important obligations that a government has. 

America's money and banking system was in disar- 
ray after the Second Bank t>P the United States went out 
of existence in 1836. Banks chartered by state govern- 
ments were issuing banknotes (for use as paper money) 
at such a rate that by 1862 there were at least 7,000 dif- 
ferent kinds and denominations of bank notes in circula- 
tion. Mrny of the notes had little or no value, people 
had no way of telling which ones were good and which 
were worthless, the values fluctuated from time to time 
and place to place, and bank failures left many people 
stuck with a' pocketful of "red dog" (worthless paper 
money). Under the National Banking Acts of 1863 and 
1864, the federal government established a national 
banking system to deal with this problem* A bank that 
deposited U.S. government bonds with the federal gov- 
ernment in an amount equal to one-third of the bank's 
capital (minimum amount, $30,000) received a charter 
from the federal government and thus became a na- 
tional bank. The bank could then issue paper money in 
amounts up to 90 percent of the value of the bonds it 
had deposited with the government. Thus, there was a 
limit on the amount of money that could be issued in the 
country and the money was backed by United States 
bonds. Since the notes were required to be uniform in 
appearance, counterfeiting was expected to become 
piore difficult. ' 

The new system put the banks under government 
supervision. The states could continue to charter banks, 
however, and today we still have both state-chartered 
and federally chartered banks. In 1865, however, a 10 
percent tax was placed on notes issued by state-chartered 
banks. This tax, plus the perceived soundness of the na- 
tional bank notes, caused state bank notes to disappear. 



Note that taxation is sometimes used not for the 
purpose of raising money but for the purpose of control. 
The tax on state bank notes was designed to drive the 
notes out of existence. As we have seen, the protective 
tariff is a tax designed to impede the entry of certain for- 
eign goods. High taxes are sometimes placed on undesir- 
able commodities to discourage their use. For example, 
when phosphorus matches were found to be harmful to 
hunjan* health (workers in match factories often con- 
tracted cancer of the jaw),.they were eliminated by sim- 
ply placing so high a tax on these matches as to make 
them too expensive to use. 

Inflation was a serious problem in both the North 
and*South during the Gvil War. In the North, the price 
of cloth went up 400 percent, the cost of groceries and 
flour doubled, and rent, fuel, and meat prices rose by 
50 percent. The "greenbacks" had greatly increased, the 
amount of money in the economy, helping to push up 
prices. Feeling that greenbacks were less valuable than 
gold coins, sellers refused tq give as many goods for a 
greenback dollar as for a dollar backed by gold. In the 
summer of 1864 it took about 2Yi greenback dollars to 
obtain the same amount of goods as with a gold dollar. 
Increases in consumer demand and in government spend- 
ing also added to the inflationary pressures. The situa- 
tion was much worse in the South. The Confederacy is- 
sued twice as much paper money without gold or silver 
backing as did the North, and it had less ability to pro- 
duce goods. At one point, meat cost $250 a pound and 
flour $1,000 a barrel. In 1863, Confederate dollar notes 
were worth only 33 cents in gold money; before the war 
was over their value had fallen to less than two cents 
worth of gold. 

The costs of the war were staggering. More than 
600,000 men lost their lives, cities and towns were burned 
to the ground, and southern factories, farms, planta- 
tions, and crops were destroyed. On the whole, how- 
ever, the North made economic progress. Immigrants 
continued to arrive, people moved West and opened 
"hew lands to agriculture, and new machinery and better 
production methods were adopted by both farmers and 
factory owners. There are several instructive ways of 
looking at the costs of a war. One is to calculate the 
value of the goods and services that could otherwise 
have been produced by the people who went to war. 
Another is to determine the amount of useful civilian 
goods that could have been produced instead of guns, 
ammunition, warships, and other instruments of war. 
Even more important, how much could have been pro- 
duced in subsequent years if those killed or wounded 
had been able to live longer or more productive lives. 
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DISCUSSION QUESTIONS 



Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in hiivy 
type (boldface), % » 



1. Show how the constitution of the Confederacy reflected 
the economic policies favored by the South. To what ex- 
tent were these policies really in the best interest of the * 
Smith's economy7 

Tariffs and trade; role of slavery in the southern planta- 
tion economy. 

_ uss the economic advantages enjoyed by the North at 
theWt of the Civil War. Why did the South expect to 
win, despite its economic handicaps? 
Relati v^shares of productive resources; economic diversi- 
fication vs. one-crop economy; importance of infrastruc- 
ture, capitk technology; economic strength for warfare; 
economic relations with Europe., 

3. How did the South expect to obtain the arms, munitions, 
and ships necessary for winning? 

(a) Why did foreignkonomic aid to the Confederacy fall 
short of the S6uth\ocpectations? 

How economic interests affect foreign policies. 

(b) The Confederacy failedio estimate correctly the en- 
emy's tremendous^produ^ve capability. Show how 
both the Kaiser and Hitlermade the same mistake in 
later wars. 

Productivity; role of economist in warfare. 

4. Explain how the North used indirecrtaxes, such as cus- 
toms duties and excise taxes, to raise revenue in order to 
carry on the war. 

Various purposes of taxation; fairness of different kinds of 
taxes; impact of taxes. 

(a) Why are indirect taxes called hidden taxes 

(b) Name some excise taxes paid by you or met 
your family today; 




5. the first income tax in American history was enacted < 
ing theCivil War. 

Direct "and indirect taxes; tax nates (progressive, regres- 
sive, proportional); taxes and income redistribution; fair- 
ness of taxes; impact of taxes; tax burden then and now. 

(a) Compare the rates, exemptions, and burden of the 
Civil War income tax with those of our federal indi- 
vidual income tax today. 

(b) Why is the income tax called a direct tax? 

(c) Name some other direct taxes paid'by your family 
today'. 

6. During the Civil War the Union government issued paper 
money, popularly called "greenbacks," to raise revenue for 
the war. 



(a) Why were the greenbacks called "fiat money"? 
Wartime finance; inconvertible paper money; legal 
tender. * 

(b) Why did silver dollars and coins "go into hiding when 
greenbacks were issued? 

Gresham's Law-cheap (inferior) money tends to 
drive dear (superior) money out of circulation; intrin- 
sic value of metal coins; inflation. 

(c) Explain why the value.of greenbacks fluctuated with 
the fortunes of war. 

Greenbacks as notes based on the credit of the U.S. 
government; relationship between poUtical stability 
and confidence in money. ' ^ 

7. Explain why you agree or (fisagree with each of the follow- 
ing statements: 

(a) TheldvU War was a victory of the political and eco- 
nomic ideas df Hamilton overthose of Jefferson. 

(b) Geography determined which states would secede 
from the Union. 

' (c) TheGvil War was ah "irrepressible conflict". 

8. Both the Union and the Confederacy encountered serious 
financial problems during the Qvil War. Explain Kow 
each of the following .was a problem common to both: 
(a) inflationary prkw;;(b) borrowing tofinance the waf; 

(c) higher taxes; (d) issue of paper money, 

Compare conditions in the South before the Civil War 
with conditions there todby,:With reference to the follow- 
ing: (a) position of blacks;4b) as^ture;Xc) iiwufactui> 
ing; (d) wealth. 

Economics of radal discrimination; regional economic de- 
velopment. 

Show how the Qvfl War itfec^each of the followimj: 
(a) powers of the states; ((^agriculture in the Soutti; 
(c):the blacks;^) the poy^ of the presidency. 

Shdw how the National Banking Act d 1W3 wasdesigned 
to (a) lidp solve thi currency problem; (b) provide a mar- 
ket Jor government bowk 

vProbkms of wartime miaike;i»oiiey and banking; fe^ 
1 state regulation of banks; reserve, requirements; gov- 
: tends . , 

12; Discuss the ejects of ire^tion on cohsumers^^ North 
- a^ in^ Sou^ 
Inflation and cost of living; money supply; effects of infla- 
tion on creditors and debtors. 

(a) How did the United States government attempt to 
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forestall runaway prices during World War I, World 
War 11, and the Korean War? 

13. Show how three developments in methods of transporta- 
tion during the years 1800-60 influenced the victory of the 
North in the Civil War. 

Importance of infrastructure; transportation and commu- 
nication; regional economic integration; effects of com- - 
mon economic interests. 

0 

14. l^iscusstheecononuceffecteofth^GvflWarontheNorth 
and on the South. 

Economic growth and development; influence of eco- 
nomic groups controlling federal government; tariffs; de- - 
velopment of the West; read costs of vyar; economic impact 
of abolition of slavery; depression; inflation. 

* 

15. Was the good accomplished by the Civil War worth the 
cost in money, suffering, and human life? Give reisons for 
your answer. 



16. Should history books give more space to the role erf 
women and of blacks in winning the Gvil War? Give 
reasons for your answer. - 

17. Show how the following had an effect on the outcome of 
the Gvil War: (a) McCormicks reaper; (b> black soldiers 
in the Union army; (c) the common people of England; (d) 
the Union navy and the merchant marine. 

18. A famous American historian called the Civil War "the 
Second American Revolution." Do you agree or disagree? 
Explain your answer. 

Impact of the war on industry, agriculture, finance. 

19. Why was the issuing of greenbacks by the Noijh during 
the Gvil War considered "a forced loan"? 

War financing; value of money; inflation; fiat money. 

20. Explain the extent to whkh the Republican party redeemed 
the platform- pledges it made in 1860. 
Infrastructure; land policy; immigration and population; 
tariff; railroads. 



ACTIVITIES 



1. Table: Prepare a table comparing the resources of the 
North and the South in 1861 for carrying on a successful 
war. Include items such as the number of states, popula- 
tion, enlistments, capital, natural Resources, manufactur- 
ing, railroad mileage," etc. 



2. Cartoon: Draw 
slavery. 



a cartoon illustrating the abolition of 



3. Letters: Ask the students to imagine themselves writing 
home about one of the following: 

the effect of the Union blockade on a southern port.. 
Economic conditions in a southern town near the end 
of the war. 

Inflation and its effects on the southern standard of 

living. 

4. Report: Determine the number of national banks in your 
city or town. Explain to the class how a national bank dif- 
fers from a state bank. y ' 

5. Spelldown: Arrange for a spelldown (spelling bee) on eco* 
nomic concepts, terms, and trends for review in a unit test 
on the Civil War. Ask the students to submit questions for 
the spelldown in advance. 

6. Essay: Using one of the quotations given below, write a 
position paper on the author's point of view: 

"Slavery is a national sin,- (Statement by William 

Lloyd Garrison) ' 
"Slavery is a perfect good." (Statement by John G 

Calhoun) , 
"A house divided against itself cannot stand." (State; 

ment by Abraham Lincoln) 



7. Time line: Prepare a timeline of important events. leading, 
to the Gvil War.. 

8. Graphs: Construct a series of bar graphs to compare the 
resources (population, states, railroad mileage, etc.) of the 
North with those of the South. 

9. Map: On an outline map of the United States,indicate by 
color and label the Confederate states, the Union states, 
and the border states'. 

.10. Debate: Resolved: that the Gvil War was inevitable. • 

11. Panel on causes of the Civil War: Assign several students 
tQ do research on and then present to the panel the eco- 
nomic, social and political' causes of the Gvil War. 4 

12. Dialogues: Ask two students to conduct dialogues on each 
of the following topics: 

Southern arguments justifying secession and the argu- 
^ ments against it. 

Economic and social conditions in the North and the ' 

South during the Gvil War. . 
Slavery versus "the other causes" of the Civil War,. 

13. Simulation: Division: A Simulation of the Division Issues 
of the 1850s and the (Crisis Election of 1860/ Students are 
divided into four factions, and each faction represents one 
of the following: Lincoln, Douglas, Breckinridge, and 
Bell. Students study 14 issues dividing Americans during 
the 1850s. The simulation helps students discover why 
compromising is a necessary part of making political 
deals, why inability to compromise in I860 led to 'the elec- 
tion of Lincoln and the division of the United States into 
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two hostile nations, anil why ^complex events such as the 
Civil 'W^ have multiple causes. (Time: 3 weeks; no. of 
players: 25*35; Interact) 1 

% 

14. Filmstrip: The Civil War: Its Background and Causes 
(1982) focuses on economic causes. Part I treats the eco- 
nomics of slavery and it! effect on the North and the 

J South. Part II shows why the manufacturing North heeded - 
economic control over the country's resources and politi- 
cal control over the frontier territories (the Ohio Valley). 
This created friction between the North and South which 
was manifest in reactions to the Dred Scott decision, the 
hanging of John Brown, and\the South's secession upon 
Lincoln's election. (Color, 2 filmstrips, 2 cassettes/ guide;' 
Benchmark) 

15. Filmstrip: Women in the Civil War (1979) treats women's 
contributions to the war effort both in the Union and-u 
the Confederacy. It features such personalities as Cfitra 



. Barton and Harriet Beecher Stowe. (Color, cassette, teach- 
er s guide; Multi-Media) ' 

16. Problem for analysis: Charles A. Beard hailed the Civil 
War as one of the great watersheds of American history. 
Slavery was officially abolished, secession became a dead 
issue, and a new business class firmly took up the levers of 
power in its own hands'. But, was the Civil War "the Sec- 
ond American Revolution," the dramatic Jurning point in 
American history? Historians disagree. 

(a) To what extent was economic sectionalism (regional 
economic differences) ended by the Gvil War? Ex- 
plain your answer. ' 

(b) To what extent did the Civil War spark a Second In- 
dustrial Revolution in the United States? Explain your 
answer. 

(c) To what extent did the Civil War "free" blacks? Ex- 
plain your answer. 
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' Topic 9 

The United States Becomes 
an Industrial Leader 



w 



Economic Facto, Concopto, Principles, or Probtame 

Growth of big business 
The corporation 
Forms of business enterprise 
Productivity 
Urbanization 



► 



'The problem of Reconstruction not only kept the po- 
litical |>ot boiling after the Civil War but also had im- 
portant economittppects. Many northern manufactur- 
ers supported othe so-called radical Republicans, who* 
favored harsh treatment of the South. It was feared by 
these Republicans that the former rebels would organize 
a coalition with northern Democrats and repeal both the 
Morrill Act with its high tariffs and the legislation estab- 
lishing national banks. The economic interests <pf the 
various factions should be studied in some detail, air 
though one must not be too quick to assume that eco- 
nomics provided the only motivation for the actions of 
the different groups. * 

In spite of political problems and such economic 
setbacks as the Panic of 1873, thJ nation's economy 
grew rapidly. America was experiencing its own bid 119 " 
trial revolution, and whereas the United States had been 
fourth in the world as a manufacturer of goods in 1860, 
it was in first place by 1894; As early as 1870/ U.S. 
manufacturing output equaled that of Germany plus 
France and by 1913 it equaled the combined output of 
Germany, France, and Britain. By 1900 the United States 
was producing seven times as many industrial goods as 
in 1865. Between 1865 and 1900 steel production rose by 
more than 1,000 percent. Railroad mileage increased 
ifrom 35,000 to 260,000. The same period saw the intro- 
duction of the telephone, the electric light the type- 
writer, and the automobile. Such great new industries as 
meat packing and petroleum appeared* Students may 
gather many more facts of this nature, but the question 
of what the causes of this economic growth were should 
receive even greater attention. To make the question of 
the causes of economic growth relevant, to more recent 
times, one might ask: Which.of the favors instrumental 
in America's grjeat economic growth are at work in the 
lower-income nations of today? What factors are most 
important to America's current economic growth? Act 
any of the factors that contributed to post-Civil War 



growth undesirable in present-day conditions in the 
United States? ".In lower-income nations7 

Rapid population increase was a factor in America's 
economic growth after the Civil War. U.S. population 
* rose from 35.7 million in 1865 to 100 J5 million in 1915. 
A substantial portion of this increase of about 65 mttttdn 
was because of the arrival of about 28 mffikm immi- 
grants in this period and the children tfWy boft after- 
ward, the newcomers and their descendants added to 
the U.S. labor force, helped expand the consumer maiv 
ket, and thus helped increase economic activity . 

. Another factor was ^inaeaseinthesfc^rfc^ 
itai goods (such as factories and machinery) wfckii rose 
at an annual rate of about 4 percent from 1869 to World 
War I. Since die labor force did not grow as raphfiy at 
that, the amount of capital stock per worker incfraasd 
This helps to account for.rising labor productivity. In 
the late 1870s about 20 percent of all U.S. output wis 
going into material investment, and between 1899 and 
1908 the figure was 28 ptfctt\t Such rates are quite 

high* ^ 

Students should understand the importance of 
vestment in capital goods. To have economic growth, 
and to provide more goods and services for more peo- 
ple, we must forgo producing a certain amount of con- 
sumer goods" Such a choice allows more of a nation's 
productive efforts to be channeled into the creation and 
improvement of the factories and equipment necessary 
to increase future production of consumer goods. In one 
way or other, every society has to decide on its "trade* 
off" between capital goods production and consumer 
goods production. In other words, we must sacrifice a 
Certain amount of consumption today in order to have 
even more tomorrow. One value question is: To what 
extent should the decision be left to the free market and * 
to what extent should government decide on tte "mbc? 
between capital goods production and consumer goods 
production? Others are: Should a nation's current gen 1 
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eration fee asked to reduce its level of living so that the 
nation's resources can be devoted to capital accumula- 
tion that will benefit a future generation? How might a 
government encourage more capital investment without 
completely giving up a system based on free markets? 

Education i% extiemely important in explaining our 
economic growth. During the period we are examining, 
an increasing proportion of the nation's resources was 
being channeled irjto education. Direct expenditure for 
education rose from $35 million in I860 to $290 in 1900. 
(In relation to a rising GNP, this was an increase from 
0 008 percent to 0.017 percent. 1 ) Studies hafve shown 
that investment in education (which economists term in- 
vestment in human capital) is closely related to per 
capita income, and there c 'is no doubt that education 
played a vital role in nuking the United States more 
productive. 2 * " ' ; * . 

Another source of economic growth was the rail- 
road. It provided higher-quality service than water car- 
riers, more direct rojates, greater speed and safety, and 
year-round service. It lessened the need for transship- 
? ments; permitted settlement in places that had no water 
transportation, and made delivery dates more certain. 
Thus, insurance rates and warehouse charges declined. 
Farmers could relocate more easily, and grain and meat 
production soon became concentrated west of the Mis- 
sissippi -a relocation that contributed to rising agricul- 
tural productivity. The telephone and the telegraph, 
also; greatly aided in productivity ino^ases, speeding 
lip the exchange of information, that is so yital in a mar- 
ket economy , helping to make marketing more efficient, 
and promoting greater competition. 

* 

Cities grew rapidly. In 1870, only 26 percent of the 
U.S. population was urban, and there were only 14 cit- 
ies with a population over 100,000; By 1^10, 46 percent 
of the population was urban, and there were 49 cities of 
over 100,000 people. Just as economic groWth helped to 
speed urbanization, so too urbanization helped to 
hasten economic growth; (Economic growth brings ris- 
ing incomes and as incomes rise people tend to spend a 
greater: proportion of their incomes on nonagricultural 
products - the types of products usually produced in ur- 
ban areas. Then, as cities grow and develop they offer 
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1. Albert Fishlow, "Levels of Nineteenth-Century American invest- 
ment in Education/' Journal of Economic History 26 (December 
1966), 430; 

2. One Way of helping people rise out of povert/fs to increase their 
* skills and education. As people become better educated, they 

become more productive. As they produce more they can earn 
more, and they add to the nation's total odtput as well. 



many specialized.services that are hot available in rural 
areas,*) 

these was a great increase in the number of cor- > 
porations after the Gvil War. To appreciate the signifi- 
cance of this fact, the students should know about the 
other forms of business organization — proprietorships 
and partnerships. The advantages and disadvantages of 
each form should be listed and examined: (These can be 
found in most introductory economics texts. ) Corpora- 
tions were declared to be legal persons," and the protec- 
tions of the Fourteenth Amendment were extended to 
them. The method by which corporations raise funds 
through issuing stock should be understood, for tliis 
usually enabled corporations to raise money more easily 
than proprietorships and partnerships. (The wealthy of 
Europe sent billions of dollars to America to help build 
U.S. factories and railroads, and this could be done 
through the comparatively simple expedient of purchas- 
ing stocks or bonds.) Among the advantages are that 
owners of stock usually have limited liability, that own- 
ership can change hands literally in a matted of minutes 
(simply by selling one's stock), and that the corporation 
has a certain immortality. 

The concept of economies of scale is also of great 
importance. Although it is indeed possible for a business 
firm, to become too large to be managed efficiently (in 
technical terms, thefe cam also be "diseconomies of 
scale"), the corporate form made it possible for firms to 
become large enough to engage in specialization, adopt 
mass-production techniques, hire the best employees, 
accumulate profits for reinvestment, sell in wider mar* 
kets, buy in greater quantities (and thus at lower unit 
cost), and enjoy other advantages over smaller firms. - 
Of course, the disadvantages should also be rioted. 
Some corporations betame powerful monopolies, the 
actual owners (the stockholders) often had little real 
control over the firm, and dishonest insiders sometimes 
engaged in corrupt practices for their own benefit at the 
expense of the general stockholder and the public. (For 
an example, students might make a study of the Grtdit 
Mobilier scandal.) The question of the extent to which 
corporations should be free from government control 
has been a controversial one throughput our history/ 



3. For a further discussion of this factor, see Robert Higgs, The 
Transformation of the American Economy, 1865^1914 (New 
York: Wiley. 1971). This book is a brief (127 pages of text) but 
very informative and scholarly account of the U.S. economy 
from the Civil War's arid to World War i. 

4. Some fearthat corporations have too many legal rights without 
ccHKbrnrtant'-reepon Jefferson is said to have feared 
that a corporation would be a legal body without a soul. One 
modern economist has stated that a corporation is a legal body 
whose posterior cannot be kicked. {He used terms more blunt 
than these.) On the other hand; corporatfons can be sued#in6d; 
and even broken up by the courts, and corporation officials can 
be imprisoned. 
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DISCUSSION QUESTIONS 



Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in htavy 
type (boldface). 



1. In 1803 President Jefferson predicted that it would take a " 
thousand years to settle the land beyond the Mississippi 
River, yet the western frontier of thelJnited States disap- 
peared in 1890. Explain the rple of each of the foUowing in 
the growth of the United States: (a) immigration; (b) know- 
how; (c) investments by foreigners; (d) output per worker- 
hour. 

Labor supply; population; expanding consumer market as 
stimulus for business; technology; innovations; educa- 
tion; productivity; profit motive; capital; human capital; 
•production costs. 

* 

2. Explain why the United States could be called an "under- 
developed country" in the decades immediately following 
the Gvil War. How did wealthy European investors help 
to develop our country?. 

Economic efficiency; supplied capital for investment and 
economic growth. 

/ 3. The reconstruction of the South following the Gvil War 
was a matter of great concern to northern manufacturers. 

* (a) Why did some northern manufacturers support the 
harsh treatment of the South by the Radical Republi- 
cans? 

Industrial vs. agricultural interests* 

(b) Describe the gains made by the northern manufactur- 
ers during the w^r. 

Industrialization; tariff protection; national banking 
system; subsidies and land grants* 

(c) To what extent were the gains erased by the Panic of 
1873? 

Business cycle; bank and business failures; unemploy- 
ment; labor unrest. iC 

4. Why did the United States enjoy rapid economic growth 
following the Gvil War? 

Population; expanding labor force; inventions; increases 
in the stock of capital goods; productivity; new resources; 
education; urbanization; transportation and . communica- 
tion, i 

(a) *How can today's developing nations profit by Amer- 
ica's experiences with rapid economic growth? 

Role of capital goods and human capital; infrastruc- 
ture (social capital). 

(b) What lessons can we draw from our.post-Gvil War 
growth that we might apply to current American eco- 
nomic growth? 

Productivity; avoiding business slumps; research and 
development; education; government's role; "trade- 
off" Jbetween consumption and investment. 

(c) Are there any practices or policies that were desirable 



in the post-Gvil War period that would be undesir- 
able today? Explain your answer. 
Unlimited exploitation of natural resources; rapid 
population growth. ^ 

5. From which countries did immigrants come before the 
avil^War?^^thewar? " • «9 

(a) Why did the Homestead Act attract European immi- 
grants? 

Economic incentives for migration; population; gov- 
ernment's role* 

\ 

(b) How and why did steamship and railroad companies 
encourage immigration? 

Profit motive. 

(c) What changes were there in the stream of immigrants 
afterlWO? 

labor supply; conflicting interests of domestic labor 
andi 



(d) Why did some Americans oppose unrestricted immi- 
gration tfhile others welcomed it? Why were the first 
restricts directed 
Labor supply and wages. 

6. How accurate m'the%rild West* moyte in terms of what' 
they reveal about the economic and political life of the old 
West? 

Government land and settlement policies; economic amr 
ffids between nmdbers and fannm, debtors and credftort. 

7. VVhat do economy 

definite differ htm the way people who are not econo- 
mists use the term? 
* Capital formation; money capital and physical capital 

(a) Explain how investment depends upon saving. 

(b) Why does invested often involve a sacrifice of a 
certain amount of consumption? Illustrate how this is 
so in the U.S.S.R; or Communist China. 

(c) Towhat extent should the pr^t generation be 3»ked 
to do without consumer goods so that its nation's re- 
sources can be devoted Jo capital accumulation for die 
benefit of future generations? 

» * 

8. Describe the economies of scale enjoyed by many large 
corporations/ Discuss some of ^the "diseconomies" con- 
nected with large-scale enterprises. 

Costs and output; mass production; efficiency; problems 
of management in large firms. 

9; One of the^principal advantages of a corporation is its 
ability to raise large sums of money. 
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(a) Describe three sources of new capital from which a 
. corporation can acquire funds* 

Stocks; bonds; internal financing* 

(b) Why might a corporation prefer to raise capital by 
selling stocks instead of bonds? * 

10. Why has the corporation become die dominant type of 
business organization in the United States today? 9 Discuss 
the advantages of the corporate form of business. 
Limited liability; legal person*; specialization; e c onomie s 
of scale; distribution of risk; easy transfer of ownership; 
"Immortality/ 



11. 



In general, what types of business are best suited to indi- 
vidual ownership or partnership rather than the corporate 
form? 

'(a) Compare the advantages of large-scale and small-scale 
bus in ess enterprises. 
Economies and diseconomies of scale. 

(b) Discuss the factors which must be present before a 
small-scale enterprise can develop into a large-scale 

firm. 

Importance of capital; entrepreneurship; product 
markets; in cre a sin g returns to scale. 



12. Why have cities historically been "centers of civilization?" 

(a) Explain why cities grew in size and number following 
the Civil War. 

(b) What is the relationship bet w een urbanization and 
economic growth? 

Specialization; tr ansport a tion and communication; 
* - concentration of markets. 

13. ridw did people travel west of the Mississippi before the 
railroads? 

(a) How did the transcontinental raibpad systems open 
/ up the West? J 
I Infras U u ct m e ; sodal capital; transportation and com- 
murricatJon; costs* I 

((b) Why were the western railroads essential for; (1) min- 



ing; (2) agricultural development; (3) meat packing; 
(4) food supplies for city dwellers? 

"(c). How did die railroads: (1) raise the. American stan- 
dard of living; (2) increase the productivity of western 

farmers and ranchers? 

* * 
(d) Explain how the development of one industry, such as 
the railroads, helps the growth of others such as farm- 
ing, steel making, and manufacturing in general. 
I nttrdf p endente; sptdalfaa tioin and exchange; tech- 



14* Why is the firm called the basic unit or cell of our free 
enterprise economy*? 

Profit system; free enterprise; role of business in market 
e con o my * 

15. Why do economists consider the skills,' framing, and , 
literacy of the labor f orce to be "human capital"? 

g * ** - 1 1 i iTi ifi 1 1 

education ana ptoaucuvKy. 

16. What were the provisions of the Homestead Act of 1862? 
Explain an im po rtan t effect of the act on any two of die 
following: agriculture in die East; immigration; the Indir 

- arts; the cattle industry. > 
% a factor of production; j 



17. Discuss the effects of each of the following on the way of 
life of die Plains Indian: building of the transcontinental 
railroads; mention of the Colt revolver; des tru ct i o n of 
the buffalo; Dawes Act. 

Impact of technology; Jtamomic growth; land pofcy; de» 

iofi 



18. In 1914, Henry Ford astounded the country's automobile 
manufacturers by amounc^sens^ipnallyh^ wages - 
a minimum of $5 for an eight-hour day* 

(a) How did labor in other industries react to the new 
'wage increase for Ford workers? 



(b) WhycBdFcrfrwhbimr^^ 

aoaNate increase m prooucu vicy; employees v/pma 
be a new market lor his cars. 



ACTIVITIES 



1. Reports on 'captains of industry*: For each of the foBow- 
ing -Cornelius Vanderbilt, Jay Cooke, Ldand Stanford, 
Andrew Carnegie, Jay Gould, J~ Pierpont Morgan, James 
J. Hill, and John D. Rockefeller- assign a student to pre- 
pare an oral report touching on the following bask points: 



Actually, proprietorships and partnerships are substantially 
more numerous than corporations, but corporations account for 
the lion's share of production,, receipts, value of assets, and 

soon. 



H» family's background 
His accompbshnynts in his field 
The benefits society gained from his enterprise 
His attitude toward laissezfaire ' 
Your explanation of his t 



Graphs: Hm students draw a bar graph indicating by 
decides the growth of total lrfar^ 
1860 arid 1090; a line graph indicating die growth by 
decades between 1870 and 1900 for steel production, rail- 
road mileage, and meat packing. Source of information : 
Historical Statistics of th* Unittd States. 
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3. Reports: Ask individual students to make brief oral re- 
ports on: 

Alexander Graham Bell and the telephone 
Thomas Edison and the electric light bulb 
John D Rockefeller and the oil industry 
Andrew Carnegie and the steel industry 
Wright brothers and aviation 

4. Have students investigate and report on the backgrounds 
. and occupations of immigrants (or migrants) who came to 

your community in the past century. What kinds of work 
did newcomers chiefly engage in then? Now? What contri- 
butions have newcomers made to the economic and cul- 
tural life of your .community? 

5. Interview: Ask an adult who was born in Europe but is 
now a U.S. resident ihe following questions: 

(a) Why did you come? 

(b) What difficulties did you encounter as a n ew c omer? 

(c) To what extent did you find in America what you ex- 
pected to find? 

6. Maps: Students may be asked to prepare (a) a map of the 
routes from the Mississippi to California before 1360; (b) a 
inapoftherailar*iwatema^ 

principal national highways today. 

7. Diary: Ask a student to prepare a fktional diary or letters 
describing a trip west on the Union Pacific Railroad in the 
1870s. 

,5. Special reports on railroads: Ask interested students to in- 
vestigate and report 9 on the following: 

Credit Mobilier scandal _ 
Railroad financing methods 
Construction problems in building tra nsco n tinental 
railroads 



9. Adventure story: Write an adventure story basedon an 
imaginary trip from St. Joseph to San Francisco at the time 
of the Gvil War. Descriptive material is available in Mark 
Twain's Roughing It (Chapters !-«)♦ Describe how you 
would travel, the hardships and dangers involved, and 
what you would see and encounter, 

10. Graph: DraW a line graph indkati^ 

education in the United States between I860 and 1900. 

11. mdrridual research paper: Have a student do a simple re- 
search paper on how investment in education (years of 
schooling) is related to personal income and to life-tin* 
earnings. 

12. Table: Construct a table comparing die advantages of 
large- and small-scale business e nte rprise s . Incbde such 

, items as sources of capital, risfa 

tween owners and employees, responsMhties of owners, 
markets* problem, overhead costs, and the role of re- 
search and development. 

13. CMtbosu Draw a cartoon o^kting ah effect of mass pro- 
duction, stanjfawfealioB, or big business on American He. 



14. Table Prepare a table, with colunmlabdedaciDutnted 
, bdow < to«mimOTCthead vinh^ai^J i »^w« » rt «rf 

the three forms of basua* or ga n izat ion. 

15. Record: Pbjr TTie Great Wat: Hfatorkal Narration and 
Muric* It describe* the U.S. expaniicm wenward, 
narration and songs. (American Heritage Series) 



16. H— Iris Show Yetfmfay's tVert , which dacribessthe 
. events and people of die American Wot in the nineteenth 
century. (4 fihmtrips, 2 records; Unrversal Education and 
the Visual Arts) 



SINGLE OWNERSHIP 
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17. Gam: "Promotion" simulates interacting developments 
of city growth, industrial growth, and railroad expansion 
in late nineteenth century America. (Grade level: 7-12; 
no. of players: 25-35; Science Research Associates) 

10. Blmtrip: Reconstruction (1979) portrays one of the most 
critical and complex eras of American history: 1865-1877. 
a The program focuses on Mack emancipation, civil rights, 4 
hard economic times, and political alliances. (2 filmstrips, 
2 records or cassettes^ spirit duplicating masters, and 
teacher s guide; EAV) 

19. Film: Growth of Fanning in America, 1865-1900 (1967) 
documents trie tremendous changes in farming that took 
place between 1865 and I960. It was a period of transition 
from small to large scale operations, technological ad- 
vances, farm protest movements, hardships, etc (Black 
and white, 14 min., teacher's guide; Coronet Rims) 

20. Rim: Immigration Experience: The Long, Long Journey 
focuses on the dreams and proWernsof immigrants by tell- 
ing about a family of Polish Americans. (Color, 29 min.; 
Learning Corporation of America) 

21. Oral reports: Ask your students to present brief sketches 
- on the contributions of each of the following inventors to 



American economic and social life: Pullman, Westing- 
house, Morse, Held, Bell, Sholes and Edison. 

r 

22. Himttrip: To help students understand the effects of in- 
dustrialization on the people of the Gilded Age (the gen- 
eration after the Gvil War), show Industrial America: 
America Comes of Age: 1870-1917. (Black and white, , 
sound; Scott Education Division) 

23. Him: To describe the great influx of new immigrants be- 
tween 1885 and 1915, show Huddled Masses, AUstair 
Cooke's America Series. (16 mm, color, 52 min.; Time- 
Life Films; Inc.) 

24. Problem for analyst!: Economists tell us that when wages 
- increase proportionately with prices in times of increasing 

' productivity and economic growth, the level of living goes 
up. More and more items become necessities. Why is this 
so? ' } 

(a) Mention some items, considered luxuries in the 1090k, 
that all families now consider n eces s ities. . tf 

(b) Explain what happens to the level of Irving when labor 
demands and receives higher wages but productivity 
(output per worker-hour) is not increasing. 

(c) Why should both labor and management be int ere ste d 
in increasing productivity and promoting growth? 
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Topic 10 

The Protest Movements 

e , 



Economic Facts, Concepts, Prinopt**PioM«M 

■> Labor unions 

► Functional distribution of income 

► Farm problems 

► Women's rights 



Although the United States made great economic 
progress after die Civil War, this progress was uneven 
(for example, the periods from 1873 to 1878 and 1893 to 
1897 were period* of major ikpw isio ni) and there were 
many who did not seem to be getting a fair share of the 
nation's increasing wealth. Various protest movements 
emerged on behalf of the workers, the farmers, women, 
the urban poor, immigrants, and other groups. One of 
the most interesting and important elements in Ameri- 
can economic history is the growth erf Isto organiza- 
tions. Since most men and the majority of women in the 
United States spend die better part of their lives in the 
labor force, it is important for students to learn about 
the role of labor unions in the United States economy. 

Students should study the reasons for the forma- 
tion of unions and the history of union development.lt 
would help to backtrack at this point and to contrast 
conditions in die late 1700s and «uiy 180te wi A 
of the post-Gvil War period. The contemporaiy si tiia- 
tion should also be noted, of course. Unions did exist » 
back in the 1790s, although they tended to be small and 
localized. Also, they were often not intended to be per- 
manent organizations, but would disband as soon as the 
workers' immediate objectives (such as higher p*y) w«e 
achieved. More importantly, most factories and shops 
were small enough so that employees could have dose 
personal contact with the employer, many workers 
could easily return to farming if factory work proved to 
be unsatisfactory , and it was not uncommon for work- 
ers to raise some of their own food on their own prop- 
erty and thus not have to rely solely on their wages for 
subsistence. After the Civil War, however, dtie* grew 
larger, factories located in urban areas, shims devel- 
oped, it became impossible for the industrialist to toow 
each worker personally, and urban workers could no 
longer raise some of their own food and thus became 
totally dependent upon wages. Immigrants were pour- 
ing in from abroad and increasing the. labor supply, 
helping to keep wages low, accepting working condK 
tions that native-born Americans would not tolerate; 
and even serving as strikebreakers. The end of the fron-. 



tier meant fewer opportunities to move West and turn 
to farming when factory work and urban life became 
oppressive. 

Some of the wage theories that were espoused by 
employers during the nineteenth century should be ex- 
amined. The so<aDed.fcon law of wages was the gen- 
eralization that wages tend to settfe at a point just barely 
high enough to maintain the working el tm i at a bate 
subsistence level of torihg. If the wage goes above this 
point, went the argument, workers will have toore chil- 
dren and the supply of labor will ^ increase. The law 
of supply and demand will now function to push the 
• wage rate down^perhaps even below ,the .sabs jsamce" - 
level. Workers having difficulty feeding themaervei w01 
notliemclinedtohavechuVfaen^ 
diminish. Now the law of supply and demand pushes , 
wages up until they again reach that point where the 
rate is at the subsistence leveL to somewhat overly smv 
pkfied terms, this was a theory of what happened to 
wages in the long rim. Some employm saw this as bring 
what ought to happen and argued that it was folly to 
pay workers more than the subsistence wage. Ofe em- 
ployer reportedly stahrf^'Wien workers get starved 
down to it,then they are going to work at v^t you can- 
pay." 1 TV y Svexperknoe m the twentieth century, of 
course, has dispro v ed ina ny theories of this type. Higher- 
paid workers do not always produce nn« children, and 
the worker whose income is well above the subsistence 
level is better able to buy the output of industry. 



Othek theobjss mar might be examined are the 
wages fund theory, the marginal productivity theory, 
aiwl the bargafaii* theory. Accord 
theory, employers use income from previous years to 
buy materials, pay rent, pay mterest, and hire labor. A 
specified amount (the wages fund) is set aside for labor. 



1 . See Harvey C. Bunke, A Primer on American Economic History 
(New York: Random House, 1969), p. 77. 
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An increase in the number of workers will reduce the 
wage rate because more people will be sharing the same 
amount of money. If the labor supply diminishes, on the 
other hand, the wage rate will rise. Given a fixed wages 
fund and a fixed supply of labor, if* one group of work- 
ers successfully fights for an increase, some other group 
will have to take a cut in pay. And, if tKe entire wages 
fund were increased, there would be less return for the 
other factors of production (land, capital goods, and en- 
trepreneurial labor). 

TKe marginal productivity theory is more complex, 
and the reader should study a standard economics text 
or books on labor economics and wages for details. In 
essence, this theory asserts that the wage rate will be the 
marginal revenue product of labor. 2 All workers of the 
same type will get the same wage, which is a wage equal 
to the marginal productivity of the last worker hired. In 
other words, a firm will keep hiring workers as long as 
the last person hired adds enough to the firms total 
revenues to at least pay that last person's own wage 

The bargaining theory is especially important to 
the study of unionism. There is a maximum and mini- 
mum point for the wage rate, and the actual wage will 
be determined by the relative bargaining power of man- 
agement and labor. A worker's opportunity cost might 
set the minimum point, for-* all other things being equal 
— he will not work for Firm X if he can get a higher wage 
at Firm Y. (In the long run, the bare subsistence level 
might set the lowest possible wage, for workers must 
earn at least enough to keep themselves, alive.) The 
maximum wage rate is set by the worker's productivity. 
If a worker adds $50 a day to the firm's revenues, and 
that same worker can get $45 a day for doing the same 
job elsewhere, then the wage will be somewhere between 
$45 and $50. If the worker is in a weak bargaining posi- 
tion -the supply of labor is large, there is high unem- 
ployment, or there is no union to bargain for the worker 
—then the wage is likely to be near the minimum point. 
If workers are in a strong bargaining position— labor is 
scarce, there is full employment, employers are fiercely 
competing with one another and need all the workers 
they can get, or there is a strong union— then the wages 
are likely to be close to the maximum point. 

The basic issue here is the functional distribution of 
income— the sharing of income among the factors- 
land, labor, and capital goods— that produce the in- 
come. Labor can be defined as all productive human ef- 
fort, and labor's share is called wages. Profits and/or in- 



2. Tne theory assumes that workers are competing with one an* 
other for jobs; employers are competing for workers; labor is 
mobile and will move to where wages are highest; capital is 
mobile; full employment exists; the value of labor's marginal 
product can be ascertained; workers of the same type are inter- 
changeable and receive the same wage; and employers are 
seeking to maximize profits. 



terest make up the share going to those who provide 
funds for capital investment. Rent is the share going to 
those providing land. (Value questions: Just how should 
we determine who gets what share of the pie? What con- 
stitutes a "fair" profit? How can we decide what is a 
"fair" wage? What is a "fair" rent? Can a inass produc- 
tion economy succeed without creating a basis for mass 
consumption?) The controversy over how income is to 
be shared provides many of the intellectual fireworks 
that enliven American economic history. Among the 
tantalizing questions that might be explored by the class 
is: Is it possible for one factor of production to increase 
its income without decreasing the share going to another 
factor? 



Dettex wages have always been a basic aim of orga- 
nized labor. One of the causes of the great railroad 
strike of 1877, for example, was that wages were being 
cut while stockholders were receiving larger dividends. 
There are many interesting facts along . these lines that 
can be used in your lessons. For example, it j$ said that 
in 1900 Andrew Carnegie's income was $23 million (and 
there was no income taxi), while the average American, 
worker was receiving Somewhere between $400 and 
$500. 3 Thus, Carnegie's income was nearly 50,000 times 
greater than that of the average worker! 

Students should understand, however, that unions 
have many other goals beside wages. (This is partial- 
larly important because the press has often emphasized 
the wage demand during labor dilutes at the expense of 
other important issues.) As many as 35,000 workers 
have been killed in a single year in job-related accidents, 
and thousands more have suffered from serious injuries 
or diseases. In the country's early days, children were 
set to work as early, as 4:30 in the morning and sent 
home at nightfall— putting in a 90-hour week and re- 
ceiving as little as one dollar for the entire week's work. 
Unions were considered illegal organizations by early 
courts, and in many other ways the forces of govern- 
ment were often brought to bear against the worker. 

It is true that workers sometimes employed violence, 
but so did management and government. Such confron- 
tations as the railroad strike of 1877, the , Homestead 
Strike (1892), and the Cripple Creek Strike (1894) are 
exciting; events of that nature, as well as strikes or the 
occasional act of violence capture the headlines. It should 
be stressed, however, that the overwhelming majority 
of labor-management differences today are settled peace- 
fully at the bargaining table. It might be noted, too, that 
labor organizations often take an interest in problems 
that are not "pure and simple" union matters. Some of 



3. Frederick Lewis Alien, The Big Change (New York: Bantam, 
1952), pp. 24-25. 
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the earliest worker groups fought for free public schools. 
Modern unions sometimes serve as a "people's lobby" to 
promote better housing, slum clearance, pollution con- 
trol, tax reform, and the like.- 

The right to organize and to bargain collectively is 
probably the most basic and most important of labor's 
demands. Once workers have formed a union, and that 
union has been recognized as the rightful bargaining 
agent, there is a better chance/that the other typical de- 
mands* (higher pay, a shorter work week, better and 
safer working conditions, job security, and fringe bene- 
fits) will be met. Although a Massachusetts court ruled 
in 1842 {Commonwealth v. Hunt) that unions were law- 
ful organizations, rather than illegal conspiracies, gov- 
ernments were generally either indifferent toward labor 
or took the side of management until about 1932. The 
Sherman Act, designed as an. antitrust law, was used 
against labor, and court injunctions against strikes were 
common until limited by the Norm-La Guardia Act of 
1932. In 1935 the National Labor Relations Act (Wagner 
Act) established the right of workers to join unions and 
bargain collectively (see Topic 16). 

• The class should evaluate die goals and demands of 
labor, nbit the extent to which they have been met, and 
identify those that are still unfulfilled. If students find 
that even today many workers are killed or injured on 
the job, that children are still beinjg employedin hard 
and dangerous farm occupations, and that inequities in 
wages exist, the students should discuss the question of 
how best to refnedy these ills. The approach to laborr 
management issues should be as objective and unemo- 
tional as possible. The nption that one ride is always 
right and the other always wrong should be avoided. 
One must "stick to the facts" as well as apply the eco- 
nomic tools of analysis. 

Union structures can be examined, so that students 
understand the meaning of craft union, industrial union, 
local, national, international, and federation. The 
goals, techniques, and weapons of labor and of manage- 
ment can be defined and compared. Some of the terms 
students should understand are strike, lockout, boycott, 
agency shop, closed shop, open shop, union shop; arbi- 
tration, bargaining unit) checkoff, company union, 
cooling-off period, escalator .clause, featherbedding, 
mediation, fringe benefits, guaranteed annual wage, in- 
junction, picketing, productivity, right-to-work law, 



^ 

shop steward, and yellow-dog contract. Later in the 
course there will be further opportunities to reinforce 
and augment study of the labor movement.! 

Among othex groups that have demanded feurer treat- 
ment, the farmers are particularly worthy of study. Was 
the average farmer of the late nineteenth centu ry really 
suffering from excessive railroad charges, land monopo- 
lists and speculators, and unreasonably high\interest 1 
rates? (And to what extent are the complaints or today's 
farmers justified?) The answer is far from simrte; and 
economic historians have been doing a great dead of re- 
search on this subject. If railroad rates, were indeed ris- 
ing at a particular period m hiirtoiy, can it be assumed 
that this hurt the fanner who relied upon the railrdad to 
get his crops to market? That assumption cannot be ac- 
cepted without evidence. One should ask such questions 
as: Were the rates rising faster than the prices ^ term- 
ers received for their products? 4 \ 

The fight for women's rights certainly has economic 
implications. It is important to realize that our economy 
as a whole is affected by disdim^tion. People vrfio aure 
denied jobs that they are capable of holding (or denied 
educational opportunities that would train them for bet- 
ter jobs) are not producing as much as they could be 
producing. Thus; their incomes are Iowa; than would 
otherwise be the case, and the total national income i$ 
lower; Undoubtedly, <w 

by several billions of dollars if blacks, women, andr 
other victims of discrimination were accorded equal op- \ 
portunities. Many of the great womeiv of American his- \ 
tory fought not only for their own rights but to obtain a 
better level of Kving fOT blatks, ^ poor, the inmates of 
asylums and prisons, and. workers, in general. Move^ 
menfcs to Obtain better health and housing likewise have 
economic significance. Poor housing and disease often 
go hand in hand, and -aside from feeling compassion 
for those who are ill -we should realize that by ending 
these conditions we improve the output of the persons 
involved and of society as a whole. 



4. For a brief but excellent discussion of the farmer's complaints, 
see Robert Higgs, The Transformation of the American Econ- 
omy, 1865-1914: An Essay in interpretation (New York: Wiley, 
1971), Chap. 4. 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. What is a protest movement? Why did protest movements 
develop in the second half of the nineteenth century? In 
t he 1960s and 1970s7 

Causes of inequality; functional distribution of income. 

2. What are wages7 Why do wages differ among occupa- 
tions? About what percentage of the annual National In- 
come is accounted for by wages? 

Labor productivity; distribution of income* 

3. How might wages in a one-company town compare with 
wage rates in towns where several companies are operat- 

* ing in the same industry? What accounts for the differ- 
ences? „ 

Demand for labor; monopolies; company unions; labor's 
bargaining power* 

4. How are wages determined in a competitive tree market 
economy? 

Supply and demand; labor productivity* 

(a) What is the highest wage a worker can ordinarily ex- 
pect to be paid? 

Labor's productivity. 

(b) What is the lowest wage that a worker will ordinarily 
accept? ' 
Subsistence wage; opportunity cost* 

(c) Explain the "iron law of wages." 

Supply and demand for labor; labor productivity; 
subsistence; other wage theories* 

5. How does the proprietor of a beauty salon decide on the 
exact number of beauticians to be employed? 
Marginal productivity; business costs and revenues* 5 

6* Which jobs in your community earn the highest pay? 
Which earn the lowest? How do you account for these dif- 
ferences in wages? 

Theories of wage determination; labor productivity; labor 
unions; demand for labor* 

7* What is meant by the labor force"? 

(a) Explain the major changes that have occurred in the 
labor force in recent years. 



A firm will keep hiring workers as long as the amount that a 
worker adds to the firm's total income ('.'marginal revenue pro- 
ductivity'^ is greater than— or at least equal to— his wage. 
Thus, if a new worker adds $30 a day to the firm's revenues, and 
his wage is $27 a day, the firm will hire him. The firm will stop hir- 
ing new workers at that point where the last worker's wage just 
equals the amount that worker adds to revenues. 



Predominance of service industry jobs; increasing role 
of women; role of education* 

(b) Why are changes in the labor force important to you 
as a high school student? 

Career planning; education for the world of work* . 

8. In what way did early American unions, differ from the 
unions of today? 

(a) Why did the courts consider. the early American 
unions to be illegal? . 

Unions as 'conspiracies* under old common law; col* 
lective bargaining; goals of labor* 

(b) What is the significance of the case of CommontDealth 
v* Hunt (1842), decided by Judge % Lemuel Shaw of 
Massachusetts? 

Legal recognition of unions; labor arid government. 

9* Why did union organization seem to be more important 
to American workers after the Gvil War? 
Changing industrial situation; urbanization and die 
worker; working conditions; wages; collective bargaining; 
immigration; goals of unions. 

(a) How did employers try to resist some of the demands 
of the workers? 

Weapons of management (lockout/ blacklist, com- 
pany union, yellow-dog contract, etc*) 

(b) What role did government {day in labor-management 
affairs after the Gvil War? 

Court injunctions; use of police and troops; state and 
federal labor laws. 



of unions; union- 



10* Why do workers join unions? 
Collective bargaining; functions 
sponsored legislation* ' 

(a) How do unions attempt to influence wages and work- 
ing conditions? 

(b) Why did the growth of trusts lead to labor troubles? 

11. How did the American Federation of Labor differ from the 
Knights of Labor? 

(a) How did Terrence V. Powderly differ from Samuel 
Gompers in philosophy, objectives and policies for 
union action? 

(b) Why did the AFL succeed while the Knights failed? 

12. Explain the impact of the American labor movement on 
each of the following: the. protective tariff, cheap land in 
the West, unrestricted immigration, growth of national 
business organizations* 
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13. Discuss the aims of labor and the aims of management in 
negotiating at the bargaining table. How do they differ? In 
what ways are they similart 

14. Explain each.of the following peaceful methods of settling 
labor-management differences: collective bargaining; 
mediation; arbitration; fact-finding boards. 

15. Should employers have an unrestricted right to impose 
lockouts? Should unions have an unrestricted right to call 
strikes? Should government intervene \vhen work stop- 
pages inconvenience the public or threaten public health 
and safet^Defend your views. 

16. What are profits? 

Profits as the 'residual share*; business costs and revenues. 

(a ) How might each of the following gain if business prof- 
its are good? Investors; management; consumers; 
workers; government. 

Profits as incentives to save, invest, improve produc- 
tion techniques; as rewards for efficiency; use of prof- 
its to create new and better products; as source of 
taxes; as stimulus for economic growth. 

(bX How do government policies affect profits? 

Taxation; fiscal and monetary policies; minimum 
wage laws. 

* (c) Is it possible to have high wages and high profits in the 
same industry? Explain. 
Productivity; functional distribution of income. 

> 

17. What group, constituted the leading membership of the 
Populist party? 

(a) Describe the platform of the Populist party. 
Money and banking; taxation; land policy; immigra- 
tion and labor; transportation and communication; 
government's role iii the economy. 

(b) How. successful was the party in achieving its ideals? 

IS. Organized labor experienced many hardships and set- 
backs during the fifty-year period following the end of the 
Civil War.Discuss the major problems facing.uruons dur- 
ing this period and the reasons for union setbacks. 
1 Distribution of income; government and labor relations; 
labor and business cycles. 

19. Explain at least one effect of each of the following on 
American economic and political life: (a) the Greenback 
party, (b) the Granger Movement, (c) the Populists, (d) 
the farm bloc. 

Money and banking; distribution of income; taxation; 
farm problems; government's role in the economy. 

20. Show how the federal government attempted to meet one 
major demand of the western farmers in the last quarter of 
the nineteenth century. 

21. How are the problems of the cities in the 1880s and 1090s 
similar to the problems of cities today? How do they differ? 



Housing; transportation; slums; poverty; welfare; conges- 
tion;, costs, of health care. 

22. Although the Republican and Democratic parties have 
dominated American politics since the Civil War, much of 
the economic and political progress of the American peo- 
ple is said to be the result of the pressure of third parties. 
Do you agree? Explain your answer; 

23. Discuss the effect of each of the following on the Ameri- 
can worker: (a) the end of the frontier; (b) increased use of 
machinery; (c) thi rise of "company towns"; (d) business 
panics; (e) the growth of industrial combinations; (f) gov- 
ernment involvement in labor-management affairs. 
Supply and demand for labor;, automation; productivity; 
monopoly powers; the business cycle; labor legislation. 

24. Compare hours, 'wages, working conditions, and fringe 
benefits in the 1880s and the 1960s. Explain the differences. 
Collective bargaining; labor contracts; health, safety, and 

' workmen's compensation laws; child labor laws; social few 
surance; minimum wage laws*. 

25. After the Gvil War^life on the farms and in small towns 
changed greatly. How did each of the following affect the 
manner of living in rural areas? . 

(a) Rural electrification 

(b) the interurban trolley car 

(c) The automobile 

(d) The telephone 

(e) Radio and television. 
Technological change; standards of living. 

26. The farmers' bpubles in the late nineteenth century can be 
described in terms of supply and demand. Explain how 
supply and demand affects 

(a) the price of farm land 

(b) the cost of transporting produce to market 

(c) the price paid for wheat, corn, or soybeans in the 
wholesale market 

(d) the establishment of farm cooperatives. 

Elastic and inelastic demand; laws of supply and demand; 
markets; market price; competition. 

27. The farmers' problems in the 1880s and 1890s were partly 
due to excessive competition. • 

(a) Show how the farm, problem is caused by a combina- 
, tion of free competition on the supply side and inelas- 
ticity on the demand side. 

Elastic and inelastic demand; competition; markets. 

(b) Why do farmers operate under conditions closely ap- 
proximating pure competition? 

Freedom of enterprise; many producers, many buy- 
erf:, law of supply and demand. 
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ACTIVITIES 



1. Then-now: Plan a series of skits to illustrate the nature of 
protest movements on behalf of the nation's workers, 
farmers, women, the urban poor, immigrants, arid other 
minorities in the second half of the nineteenth century and' 
in the 1980s. 

2. Graph: Using The Statistical Abstract of the United States 
or Historical Statistics of the United States, prepare line or 
bar graphs on the number of workers in agriculture, min- 
ing, trade, and" other areas for the decades from 1880 to 
1980. 

3. Short paper on career: Ask students to prepare a short 
paper on the job they are considering as a career. Include 
the job. characteristics, the supply of potential applicants, 
and the advantages and disadvantages of their chosen pro- 
fession or vocation. 

4. Speaker: Invite a representative from organized labor .to 
the classroom to give a first-hand account of the history of 
a local union; the speaker should include information 
about the union's affiliation and program. 

5. Book report: Some fiction vividly portrays the life of 
farmers and ranchers during the period of the Agrarian 
Crusade. A student may, for example, wish to report on 
Hamlin Garlands A Son of the Middle Border or O. E. 
Rolvaag's Giants in the Earth. 

6; Oral reports: Ask the students to do library research on 
the origins, structure, achievements, and shortcomings of 
the following nineteenth century unions. 

National Labor Union 

Knights of Labor 

American Federation of Labor 

7. Table on industrial warfare: In one column of a two- 
column table, have the students list' the chief weapons in 
labor's arsenal (picketing, boycott, union shop, etc.), and 
in the other the cpuntermeasures for each of labors weap- 
ons that management has developed. 

8. Topics for panels and debates: 

Should workers join unions? 
Can unions and businessmen keep industrial peace? 
Has collective bargaining been a failure in keeping indus- 
trial peace? 

Should the government regulate unions in the public in- 
terest? 

Should unions be incorporated and held responsible for 
the actions of individual members? ' _^ 

9. Sododramai Organize the class into an impromptu union 
membership meeting for the discussion of a controversial 
issue- the opening up of traditional men's jobs in a local 
factory or other place of employment to women employ- 

CCS. 



10. Interview: Ask a representative of a union and of a load 
company that recognizes a union to come to class and ex- 
plain how they baigain collectively with each other. 

11. Great labor statesmen: Organize the class as a committee 
to nominate three labor leaders of the oast as Great x labor 
Statesmen. Ask individual class members to prepare briefs 
on leading candidates such as Samuel Gompers, John L. 
Lewis, Terrence V, Powderly, .Walter Reuther, etc* After^a 
general discussion, ask the class to vote for whom they 
thpik is greatest; 

12* Poem: Reading Edwin Markham's short poem, The Man 
With the Hoe," will give the students a deeper insight on 
the victims of economic conditions at the end of the 19th 
century. 

13. lime line: Draw a time line for Milestones in American k 
Labor History that begins in 1790 and ends the year before 
the one in which you are conducting the activity . The tune 
line might include the Philadelphia Carpenters Union 
(1791), Mechanics Union Trade Association, Philadelphia 
(1827), Commonwealth vs. Hunt (1842), Molly Maguifes 
(1854), Brotherhood of Locomotive Engineers (1863), Na- 
tional Labor Union (1866); Knights of Labor (1869), 
American Federation of Labor (1886), Congress of Indus-, 
trial Organizations (1938), AFL-QO merger (1955). 

14. Collective bargaining session: Affw studying a union con- 
J tract (such as the one in the appendix to Faulkner and 

Starr, Labor in America), the class may engage in role- 
playing by negotiating its own union contract. To accom- 
plish this divide the class into management, labor and 
mediation committees. Items that might be considered 
would indude hours and wages, vacation time; fringe 
benefits, a guaranteed annual wage^ 

15. Role-pUyii*: Convert the class into a Convention of the 
Sute Grange preparing its platform for the election of 
1896. Assign individual students to explain to the conven- 
tion why the following planks should, or shotdd not, be 
included in view of the fact that most farmers are peren- 
nial dd>tors: tariffs on manufactured goods, the gold stan- 
dard, tight credit controls, free coinag2 of silver, regula- 
tion of railroads, government ownership of public utilities, 

\j a liberal land policy. By way of summary, let Ae class 
adopt a platform., 

16. FUmstrip: Labor Unions, U.S. Economy in Action Series 
(1976) examines why and how labor unions have grown, 
and discusses the effects of unions upon wages, working 
conditions, and fringe benefits/ (Color; cassette or record, 
teachers guide; Educational Enrichment Materials) 

17. Rim: The Rise. of Labor (1969) traces the history of the 
American labor movement, Provides an overview of the 
major attitudes heldby management and government to- 
ward labor: Focuses on the events' that vested labor unions 
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with bargaining power. Contrasts working conditions in a 
textile factory at the end' of the nineteenth century with 
working conditions today. (Color, 30 min., teacher's 
guide; Encyclopedia Britannica Educational Corporation) 

18. Simulation-game: "Strike" simulates late nineteenth cen- 
tury labor-management relations in two phases: Phase I 
culminates in either a strike, lockout, or fumbling attempts * 
at collective bargaining. Phase II simulates a contempo- 
rary collective bargaining session.. (Grade level: 7-12; 
playing time: 20 hours; no. of players: 20-40? Interact) 

19. Role-playing: Select nine students to serve as justices of 
the Supreme Court hearing Munn v. Illinois. Choose two . 
or three bright students to serve as attorneys representing 
the railroads and two or three to represent the State of Illi- 
nois. Let the rest of the class represent reporters. Ask the 
reporters to write a news item on the proceedings as home- 
work. * 

20. Film: Show Bargaining Collectively to illustrate the rea- 
sons why a union asks for the right to bargain collectively 
with management. (10 min.; Teaching Him Custodians) 

21. Recording: Play a, recording of Bryan's "Gross of Gold" 
speech of 1896 to set the tone for a discussion o^the Popu- 
list Movement. (Caedmon, Great American Speeches) 

22. Filmstrips: Among the numerous filmstrips on labor and 
labor, problems, the following is helpful: 

Collective Bargaining; Labor; Government and Labor 
(Stanley Bowmar Co., 4 Broadway, Valhalla, NY 
10595). ' ; 

23. Rim: Show Labor Comes of Age to depict the growth of 
labor unions and the strengthening of collective bargain- 
ing. (19 min.; Encyclopedia Britannica) 

24. Rim: Show The Labor Movement: Beginnings and Growth* 
in America to review the history of organized labor from 
the Civil War to World War I. ,(14 min.; Coronet) 

25. Book reports: Ask interested students to read classic 
monographs on the farm problems of the second half of 
the nineteenth century, such as Buck's The Agrarian Cru- 
sade, Dale Kramer's The Wild Jackasses: The American 
Farmers in Revolt, or John U. Hick's Populist Revolt. 

26. Film: American Parade: We the Women, examines the 
role of women throughout American history. (Color, 30 

\ min.; BFA Educational Media) 

\ 

27. Committee report: Create a committee on women and the 
\ economy in the nineteenth century to seek answers to the 

following questions: 

(a) How did the lives of nineteenth century workingdass 
\ men and women both resemble and differ from each 

\ other? 

(b) \ Did technological advances, such as the invention of 

the sewing machine, the telephone, and the typewriter, 

\ 

\ 

i 

\ 



affect men* and women differently? Explain your an- 
swer. 

(c) How did the removal of doth production from the 
home affect men, women and the family? 

28. Analysis of a quotation: The development of a capitalist, 
industrial order in the United States segregated work 
physically and psychologically from the home. And, the 
rise of the helping professions stripped the family of func- 
tions it once performed." Explain the extent to which you 
agree or disagree with this quotation. 

4 

29. Primary sources: A market sodety generates a massive ar- 
ray of business records which reflect the economic condi- , 
tions of an era, methods of production, and living condi- 
tions of the work force. Some of these records survive in 
family businesses and may be accessible to your students 
for use in class as individual or group reports. Examples 
are records relating to employees such as wages, Job re- 
quirements, and practices of hiring and firing; The reality 
of discrimination becomes starkly apparent when job an- 
nouncements indude a statement of ethnic groups not per- 
mitted to apply, or when dismissal reasons are listed as "A 
Polack* or "Irish and Drunks 

30. Individual reports: Ask the students to write two obituary 
notices, one for a woman who died in 1883, and one for a 
woman who died a hundred years later. Indude such 

t items as career choices, degree of economic security, com- 
munity activities, and economic conditions. Students 
should use the information in the obituaries to answer dis- 
cussion questions such as: How has the role of women 
changed in the last one hundred years? How did her envi- 
ronment (urban, suburban, or rural setting and home life) 
affect her? 

31. Individual report: Suggest that a student investigate the 
treatment of the Indians after the Civil War. Questions to 
ponder include: In spite of the Dawes Act, the Indians 
could not adjust to the white American way of life, while 
European immigrants were usually successful in becoming 

' Americanized. Why was this so? Would an American 
policy of "friendly co-existence* have worked with the In- 
dians? Explain your answer. 

32.. Problem for analysis: The change from family farming to 
commercial farming started over one hundred years ago. 
Urge fanning organizations are now called agribusinesses. 
"Why has the gradual disappearance of the family farm 
been a matter of concern? 

(a) Why is the family farm disappearing from our land? 

(b) Why might agribusinesses have lower production 
costs than small farmers? 

(c) Why is it difficult for small and middle-sized farms to 
compete with agribusinesses? 



6. A few commercial publishers are marketing teaching packets on 
documentary sources/Perhaps the best known is the Jackdaws 
series published by Clark, Irwin anrf Company, Ltd., featuring 
attractive facsimile reproductions. 
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Topic 11 

Business Concentration 



jf- Econo nle Facta, Conoept*, Prindptot, or Problems 

► Monopolistic practices 
"Interstate CommercecCommission 

► Shermarr'Act 




leins concerning 
les involved $till 
intensive study, 
generally enjoy 
> and that power 



IA^e touched upon some of the pr 
big business in earlier topics. The 
cause friction today and deserve mor 
Bigness is not evil per se, but large f 
more economic power than small I 
is sometimes abused. The activities of some of the so- 
called robber barons of the late nineteenth and early 
twentieth century make for exciting reading. The battle 
fQr control over the Erie Railroad (1868) was fascinat- 
ing, and would make an interesting (if somewhat ex- 
treme) case study. Th? terms monopoly, oligopoly, 
monopsony, oligopsony, monopolistic competition, 
and concentration ratio should be understood by the 
class. 1 Some of the possible effect* of business concen- 
tration (higher prices, above-normal profits, less out- 
put, lower quality of product* or service, and price and 
rate discrimination) should be noted. (Note top, 
however, that in some years large firms in highly con- 
centrated industries operated at a loss, e.g., U.S.- auto 
manufacturers in 1980/1981, and much of 1982.) 

It is possible to demonstrate, that prices and profits 
tend to be higher and output lower in industries in 
which perfect competition does not exist; In college 
courses this is usually "done by comparing the demand;, 
marginal revenue, average total cost, and marginal post 
curves of the firm in perfect competition with those of 



1. The term monopoly is applied to the'market structure o£an 
industry that/consists of one producer only. OHQopoly applies to 
an Industry composed of just a few producers. Mo o opoo rt y ap- 
plies to a market structure in which thers Is but one buyer for an 
industry's output; oligopso n y applies to a market structure In 
which there are relatively few buyers for an Industry's output 
The term monopolistic oompotWon refers to an industry com- 
posed of/a large number of variously sized firms producing a 
similar product. Because of differences in the product In adver- 
tising, packaging, and the like, not all the conditions of perfect 
competition are present. The oonoentretton ratio is the, per- 
centage of total sales or output accounted for by the largest pro- 
ducers in an industry— for example, the top four or the top ten. 



the monopoly firm. The result shows that the firm in 
perfect competition -and in long-run equilibrium— is 
producing at its most efficient position (the lowest point 
on its average total cost curve); and that the price of its 
product is just barely high enough to cover the cost of- 
producing that product, including the necessary return 
to keep the factors of production in the industry. The 
monopoly firm, on the other hand, is not producing it 
the lowest point on the average total cost curve, the 
quantity of output is less than it would be in perfect 
competition, the price is higher, and the monopolist 
makes a pure profit; that is, the monopolist's return is 
greater than that necessary to keep the monopolist in 
the industry. It is not recommended that this analysis be 
introduced into high school cburswyejfcept in those with 
very bright students. All stu<Wts can understand, , 
however, that monopoly power can mean higher prices 
for the things people buy anddjpl reduce the amount of 
money income available to l$ujrother goods or services. 
Most history texts set forBT&e complaints of farm 
organizations (such as the National Grange, formed in 
1867) against the |ugh rates charged by the railroads. 
State laws designed to control railroad rates were 
rendered ineffective by a Supreme Court ruling in 1886 
thatahose laws could apply only within the state thai 
enacted them; Railroads .usually crossed state lines, so 
the Constitution's .grant <rf the power to control in- 
terstate commerce to the U.S. Congress became impor- 
tant. The Interstate Commerce Act of 1887 and the 
establishment of the Interstate Commerce Commission 
are landmark events, although their impact was not as 
great as m*ny had hoped. The ICC is still being criti- 
cized, and the present-day complaints might be exan^ 
ined and compared with the complaints of the farmers: 
in the 1880s; Some of ^ othp higWy coric^tratrf in- 
dustries in the 1880s and 1890s were oU'refining, coal 
production/ gas utilities, and electric utilities; the valOe 
question, again, is the extent to which government 
should intervene in the economy to control the activities 
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of big business, to promote competition, and to regulate 
natural monopolies, 2 

The various types of business concentration are not 
hard to understand. The trust was a common means of 
forming a monopoly in the 1880s. (Be sure to distinguish 
b$wfeen the meaning of trust as a specific device and its 
colloquial us£ as a general term to refer to almost any 
type of business concentration.) 3 Holding companies, 
gentlemen's agreements, price leadership, mergers, and 
pools were also used to eliminate competition. A 
holding, company is a corporation that gains control 
over other corporations by acquiring enough shares of 
stock to do so. (A holding company was not and is not 
illegal per se.) A gentlemen's agreement is an informal 
understanding that all participating firms will charge the 
same price or in some other way reduce competition 
among themselves. Price leadership is a situation in 
which one firm sets prices and the others follow along. 
A merger occurs when orie corporation buys all the 
stock of another. Thus/ the second firm goes out of ex-> 
istence as a separate corporate entity and all its proper- 
ties belong td the remaining firm. (There were over 
6,000 mergers in 1969, and about 2,500 in 1982.) - - 

Although some mergers may be forbidden by gov- 
ernment on the grounds that they unduly eliminate 
desirable competition, many mergers go unhindered. 
For example, a small firm on the verge of collapse that is 
acquired by a larger and stronger company may thus be 
enabled to contim# to operate and to provide jobs. 



Sometimes mergers of two or more relatively smallcor- 
porations have been sanctioned on the ground that this 
would lead to greater efficiency or xnable them to com- 
pete with one or more huge corporations in the samejrv- 
dustry. In pools, various firms in an industry agree to 
share the market and not encroach upon one another's • 
territory. Large companies have sometimes formed pat- 
ent pools, agreeing to share inventionswith one another 
but not with smaller competitors. 

Demands that government do something to control 
monopolistic practices came from farmers, small busi- 
nesses, consumers, and workers. The Sherman Anti- 
Trust Act of 1890 outlawed trusts and other combina- 
tions that destroyed competition, but at first there was 
no effective means of enforcing it. And even jiow, in 
spite of subsequent antitrust laws and better enforce- 
ment provisions, there are many who, believe that much 
more must be done to control big business. The Reagan 
administration, however; attempted to reduce many of 
these regulations and controls. Some economic studies 
have shown that excessive controls increase production 
0 costsahd may thus help to raise prices. 

The economic program of the Topulist party 
(formed in 1892) should be studied in connection with 
the subject of business concentration. It is interesting to 
note that although the party went out of existence, 
many of its ideas eventually were idopted. Several 
leading po! ; 'ical candidates in the early 1970s were put- 
ting forward populist ideas. % 



DfSCUSSION QUESTIONS 

>EconomiC'Concepls r ideas, etc., that might be brought up in answering th$ questions are.printed in hovy 
type (boldface). 



1. Discuss the reasons why an "age of big business" 
develope&in the United States after the Civil War. 
Favorable government attitude toward business; business 
concentration; small vs. large-scale businesses; tariffs; 
land grants; railroad subsidies; National Banking Acts. 

(a) Explain and illustrate ways in which large-scale 
business can be beneficial to the consumer.' * 
Economies of scale; mass production; technological 
progress. 



(b) Explain and illustrate ways' in which large-scale 
- business can harm the consumer. fc 1 

Monopolistic practices; elimination of small pro- 
ducers* ^ 

2. Americans have traditionally opposed monopolies. 

• (a) Distinguish between . monopoly arid' oligopoly, 
monopolistic competition pw* competition, ad- 
„ ministered prices and pric^jft in a free market: 



2. Some industries by their very nature are not suited for perfect 
competition. That is, it ip actually,better (less costly, more effi- 
cient) that onelirm be the sole producer. For example, consider 
how inefficient and wasteful it would be to have several gas or 
electric utilities build separate facilities to serve the same neigh- 
borhood. Public utilities are usually classified as natural monop- 

. olies. receive franchises from the. government, and are 
regulated by a public service commission. Public utility regula- 
tion presents many problems; for example, the- utilities* are 
entitled to a "fair return," but what is a fair return?' 



3. A lajge oil company developed the trust as a spifcific monopo- 
listic device. It had the stockholders of 40 different oil com^J 
panies turn their stock'over to a group of "trustees." Thestocfcg?* 
holders received trust certificates to show that they had.given 
up their shares, and the trustees.then had the power to control 
the 40 corporations, which stiirexlsted as separate corporate 
entities. The effect, of course, was the same as if the 40 firms 
hid merged into 6ne, and the public was not deluded by this 
arrangement. When the courts found the trust to be illegal, 
monopolists turned to thfe holding companv arid other tech- 
niques of eliminating or diluting competition: 
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(b) Explain how the following can encourage the develop- 
ment of a nwnopoly: a patet, a scarce aiipply of 
natural or raw materials,- the need for great quantities 
of capital to start an enterprise. 

.Natural monopolies; poMk utilities; patents and 
copyrights; legal monopolies. 

3, How do business firms grow and expand7 

Internal growth through reinvestment of profits; horizon* 
tal and vertical combinations; mergers; congl om erates; 

Q 

Oa) Why do expanding firms often combine with other 
firms? * . 

Economies of scale; price fix^* community of in- 
terest; monopoly practices. 

■ (b) Whit forms do business combinations take? ' 

Mergers, pools, tnitfs, holding companies, cartels, 
gentleman's agreements, interlocking directorates, 
trade associa ti ons. 

(c) Why did the regulation of big business become a con- 
cern of the federal government? . 

Failure of state regulation; interstate commerce 
power;"monopolistic abuses. , 

"4. Discuss the principal informal and formal methods of put- 
* ting together business combinations. 

(a) Describe some of the problems sometimes created by 
the concentration of business and industry. 
Higher prices; poor quality goods and services; 
destruction of competition; excessive influence over 
^ .government* 

;(b)-How does big labor and big government serve as 

"countervailing power" to big business? 
* Urge unions and goven u ne^ 

harms wrought by larg e s cale business. 

5* What factors influence the prices that monc^listo chaise? 
Prodtktion cosb; limits on supply (causing price to rise); 
. elasticity of demand; potential competition; possibility of 
substitute products; fear of govtmment intervention/ 

6. Explain how the organization and growth of the v Standard, 
Oil Trust or the United States Steel Corporation illustrate 
both the advantages and disadvantages of business con- \ 
centratiori. 

Economies of scale; expansion of market; research and 
development; effects on co mp e tit io n , 

7. "Bigness in business can be a blessing arid a curse." To 
whai extent do you agree or disagree with this statement? 
Economies of scale vs. possible abuses of concentrated in- 
dustries. 

8. What are some ways ta which the development of big 
business in Ae United States ^ the.Q\ti War Wfe^ 
each of the following? 

(a) tabq*. " V 

Automation; complex division of labor; rise of in* • 
durtrial unions; effect on real wages* 



(b) The farmer.. 

Mechanization of farm production; agricultural 
revolution. 

(c) Qtylifc. 

Urbanization; improvements in transportation and 
communications. 

(d) Education. 

Increased specialization; need for highly trained man- 
power. 

'(e) United State* foreign policy. 

Expansion of export markets; foreign investments; 
multinational firms. 

9. Explain how the Granger Movement was transformed 
from a social to a farmers reform movement. 
Economic compldnts of farmers; industry vs. a gri cul t ur e. 

10. Why do laige industrial f»rponitions engage in R lc D 
(research aid development}? 

technological advance prwtec^ costs; search for new 
• markets; consumer demand. 

(a) How might R * D iwsea* Ae profits of a company? 
Reduce production 7 coet^oette new markets; gain 
^■^ai>sr v j 



(b) How might R It D affect our standard of living? 
New and better {products; poeril^ lower cpste; 



11, 



Why was the Sherman Act passed? 
Monopoly *^ 



12, 



(a) . State the provisions of the Sherman Act. 

(b) How did these provisions and the procedures for en- 
forcement differ from those of the Interstate Com- 

\ merce Act? 

ICC as regulatory agency; role of a ntitrus t di v isio n of 
Justice Department; Federal Tradi < 
and policies of various i 

0 ■ 

In the 1860s thwe was great enthusiasm on the part of the 
public for the new railroads* Twenty years later there 
arose a great clamor for their regulation. 

(aj Why was enthusiasm for the railroads greatest west of 
the Mississippi? 

Imp or tan ce of transportation and c ommit 
•conomk development; mfrastroct^ and soda! 
capital; production costs. 

(b) How did the federal government aid railroad con- 
struction? 

Government's role tar promoting economic develop- 
ment; subsidies; land grants. 4 



4. For .two sides of the land grant question, see Gerald D. Nash, 
ed, I$$U0S in American Economic History, 2nd edition (Lexino- 
ton, Mass.: Heath, 1972), pp, 286-292. . , 
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(c) Describe the abuses that led to the clamor for railroad 
^regulation* 

Pooling; rebates; poor service; charging more for 
short hauls than for long hauls; weaknesses of slate 
regulation. 5 

(d) Why did the farmers hail the passage of the Interstate 
Commerce Act as a significant victory?* 

(e) What is meant by "the multiplier effect* of the growth 
of the railroad network? 

Railroads created new markets, opened tip new (arm 
lands; made for greater specialization; 0 promoted 
economic growth* 

13. It has been said that the average Americans of today 



accept big labor, big-company price leadership, mergers, 
etc., as economic facts of life about which they can do. 
very little. Dp you agree? Defend your answer; 

14. What economic groups in the United States accepted the 
ideas of laissez foire and social Darwinism? 
Middle and upper classes; e ntr e p rene u rs. 

(a) How did laissez faire affect the American economy? 
Growth of monopoly; uneven distribution of wealth; 
abuses affecting c on s u mers, competitors, labor; cut- 
throat competition* 

(b) Why were reform leaders able to get only limited sup- 
port from workers?. 

Individualism; self-reliance; absence of strong unions. 
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1. Class discussion: Hay the sound recording, Industrial 
Growth: 1865-1900 to motivate informal discussion about: 
the following topic: American Business Leaders: Robber 
Barons or Industrial Statesmen? The sound recording 
deals with Andrew Carnegie, John D. Rockefeller, Samuel - 
Gompers/Eugenc V. Debs, Ignatius Donnelly, and Oliver 
H. Kdley. Other discusskm that could be motivated by 
this recording might be: The Rise of American Organized 
Labor* and The Agrarian Crusade/ 1 

2. Sododrama: Organize die class, into a senatorial in- 
vestigating committee to inquire into the activities of. one 
of the "robber barons" , of the post-Civil War period. 
Witnesses can be summoned, and a report drawn up after 
the hearing for presentation to the class for discussion. 

3. Student reports: Ask students to engage in library research 
and report on one of die following topics: 

John D. Rockefeller and the Standard Oil Trust 
The House of Morgan 
Andrew Carnegie and the Steel Industry 
Andrew Carnegie, Philanthropist 
Contributions of Immigrants to Economic Life 
Builders of the Transcontinental ] 



4. Cartoon: Draw a cartoon or poster/advocating regulation 
of trusts in the public interest. / 

5. Graph:' Prepare a graph depicting the increase (or 



Nash, 
taxing* 



5. Many texts gross)/ simplify the railroad rate situation. For a 
brief but very scholarly exception, see Robert Higgs, The 
Transformation of the American Economy, 1865-1914 (New 
York: Wiley, 1971), pp. 87-90. 

6, For a good account of the farmers' complaints, and an objective 
evaluation of those complaints, see Hfggs* toft* Chap* 4: Note, 
also, that the railroad industry itself sponsored legislation that 
would give the IOC new powers to reduce price discrimination, 
although this came after a period of price cutting. See Harvey 
C. Bunke, A Primer on American Economic History (New York:. 
Random House, 1969), p. .124. 



decrease) of' railroad mileage by decades from' 1570 to 
1980. For data consult the Statistical Abstract of the 

United States. 



& Oral report: Ask a bright s 

on third parties in American history. Ask die \ 
iridude in explanation of why they arose, die i 
faced, their strengths and weaknesses, and their t 
fate. 

7. Student reports: Ask your students to engage in ] 
research and report orally to the dass on the i 

topics: 

Civil Service Reform 

Political Scandal- and Corruption during 

. Administ r a ti o n ' 
The Rise of the Granger Movement 
Battle for the Control of die Erie Railroad (1 
the New South * 
The Evibtf Child Labor 

8. Cartoon: Have the students draw a cartoon 
one or more aspects of the formers' grievances 
railroads during the 1570s and 1890s. 

9. Editorial: Ask the students to write an editorial 
union publication in which they praise the 
Trust Act of 1890, but also point put 
weaknesses. 



10. Simulation: Convert the class into a 
Grange in the early 1880s called to discuss a 
rates. Let one student present a talk on the 
by the railroads at the formers' 
describe proposals to regulate die 
Hon, and a third to advocate federal 
discussing the issues, have the Grange 
proposing a solution to the problem. 

11. Time line: Ask the students to drawal 
the steps in railroad regulation that < 
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terstate Commerce Act of 1887. the time line might 
include Munn v, Illinois, the Granger laws, Wabash 
Railroad v. Illinois, and the Interstate Commerce Act. 

12. Held trip: Plan a field trip to a large industrial plant or 
department store in your community to provide first-hand 
information about the nature of business under a free 
market system. Depending upon the nature of the enter* 
prise, the students can study and report on one or more of 
the following: the processes involved (mass production, 
standardization, scientific management, automation, 
etc.); the role of management; the role of research and 
development . A class discussion on the following day is an 
excellent follow-up. 

13. Blmstrips: Show selected reds of Big Business and Labor 
(1870-1917), a series of 15 "critical thinking filmstrips" 
produced by Modern Learning Aids. 

14. Game: Big Business simulates the unregulated growth of 
large-scale business in the United States in the late 1800s. 
Each student is given a fixed amount: of resources in order 
to run either a sted, oil, railroad, or bulking company. 
These companies compete with one another in order to sell 
their products and services to the public. By using 
methods employed by business leaden in the late nine- 
teenth century, students learn how some businesses grew 
to very large scale during this period. (Playing rime: 3-4 

, hours. No. players: 18-40; History Simulations) 

15. Him: Rise of Industrial Giants; Post-Oil War economic 
history of the United States; the rise of industrial giants,/ 
including Carnegie, Rockefeller, Edison, and J.P. Morgan; 
and the response of government, labor, farmers to increas- 
ing industrial concentration. (Color; McCraw-Hill Rims) 

16. Filmstrip: Corporations (1983) examines the development 
of private enterprise in the nation's history as background 
for an understanding of the current trend toward big cor- 
porations. Both the pros and cons of big corpora- 
tions -and their influence -are considered. (Two color 
filmstrips, two cassettes, teacher's guide; Social Studies 
School Services) 

17. Film: Show Growth of Big Business in America 
(1865-1900) to depict the growth of businesses in the 
railroad, steel, and oil industries in the United States from 
small beginnings to very large size and, why, as a result of 



such development during that period, 1865-1900, Con- 
gress passed antitrust laws, beginning with the Sherman 
Act. (16 min.; Coronet) 

18. Rok-playii?: To illustrate the combination movement of 
the late nineteenth century, organize an imaginary bicycle 
manufacturing corporation in dass. (Draw up a charter; 
issue stock; hold a stockholders meeting; choose directors 
and officers). During the stockhoUersVmeeting, suggest 
the creation of a holding company to uiute similar bicyde 
manufacturing corporations that students have organized 
in your other classes. The discusskm should brir% out the 
advantages and disadvantages of this, and other, kinds of 
combinations. * 

19. Rfan: Money on the land (Alistair Cooke's America 
Series). Describes the era of the great tycoons, including 
Carnegie, Rockefeller/ and Vanderbik. (16 mm, color, 51 
mm. ; lime-life Corporation) 

20. FSmstrip: Industrial America,* America Comes of Age, 
Part tt. Depicts the economic and social condfeiom during 
the Gilded Age. (Black and white; sound; Scott Education 
Division). 

21. Problem for amlysis: fifty years ago the "captains of m- 
dustry" who built industrial America in the late nineteenth 

" century, were caDed robber barons because of die high- 
handed way m wruch they treats 
- public. In recent years, however, as Americans became 
conscious of the problems of economic development in the 
Third World* countries, the reputation of these en- 
trepreneurs has risen. Compared with the experiences of 
developing nations, our industrialization was relatively 
painless and eminently ^ successful. Were the nineteenth 
century entrepreneurs ruthless exploiters or foresighted 
builders? 

(a) Gte examples of high-handed treatment <rf 

the public by nineteenth century entrepreneuft. 

(b) Why was the process of economic development less 
painful in the United States Airing the nineteenth cen- 
tury than it is in the twentieth 

ing to develop economically? 

(c) To what extent was the r^il^,act^rhrou^ govern- 
ment able to curb Tng business before World War II? 

(d) Is the regulation of big busir« a persistent ecoiKmik 
problem in the United States? Explain your answer. 
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Topic 12 

The Reforms of Theodore Roosevelt 



Trust busting 

Conservation and environmental pollution 
Food and drug legislation 
Meat Inspection Act 



It is probable that most people today are concerned 
about pollution and the conservation of natural re- 
sources* Many teachers are finding that their students 
are deeply interested in environmental problems and 
they are capitalizing upon this interest. Almost daily, 
there are reports in newspapers or on n ew s c asts of 
pollution of water, land, or air. The following table dra- 
matically illustrates how serious the air pollution prob- 
lem can become. 

DEATH TOLL FROM THERMAL INVERSIONS* 



Nasi 



Dais 



1930 


Meuse Valley. Belgium 


63 


1948 


Donora. Pennsylvania 


26 


1952 


London, England 


4.000 


1953 


New York. New York 


200 


1956 


London, England 


1.000 


.1962 


London, England 


300 


1963 


New York, New York 


400 


1966 


New York. New York 


80 



a Deaths occurring dairy in urban areas as a result of continuing atr 
pollution , are hot included— only those deaths "in excess of 
normal." The deaths are for human beings only; In the Donora 
episode, 800 animals were also kitted by the polluted air. 

Pollution is part of the general problem fcf conser- 
vation, and conservation can be studied in relation to 
the policies of President Theodore Roosevelt. Although 
others before him had been concerned that we were 
wasting our natural resources in a dangerous fashion, 
Roosevelt was' more inclined to take firm action. Some 
students might be interested in studying Roosevelt's lite 
to see how and why he became interested in this prob- 
lem/ 

The concept of scarcity, which is so basic to the 
study of economics, is clearly applicable to die topic of 
conservation. Here we are often dealing with non- 
renewable resources. (In technical terms, the supply is 
inelastic-it cannot be increased. The supply curve is a 
vertical line.) The demand for such dungs as water and 
revenue-producing land J is increasing, but nature has 



given us a relatively fixed supply. Note what happens to 
the price of a given piece of land when there is intense 
competition for it. A lot that might have had a market 
value of a few hundred dollars when it was being used 
for agriculture may be worth many thousands of dollars 
when the area becomes urbanized and that land is 
wanted by builders of houses, large retail chains, or 
manufacturers. E xamp le s should be easy to find in al- 
most any- community. " i ■ 
Roosevelt told Congress in 1901, The forest and 
water-problems are perhaps the most vital internal 
problems of die United States* He hekl a Conservation 

: - t - —A, |1» m lAf l_ T» t|; iM ., - « « 1 1 t,- , — - ■ 

Conference at me wrote riouse, attended uy caomet 
members, judges, members of Congress, and g o vern or s. 
A National Conservation Coiranisskm set up under die 
chairmanship of Gifford Pinchbt made a systematic 
study of mineral, water, forest, and soil resources. 
Roosevelt set aside over 148 million acres of forest lands 
and 80 million acres of mineral land. About 13 million 
acres of water-power sites were withdrawn from public 
sale so that they could be cons er v ed for die future* 

The topic of conservation can be broken down into 
water, soil, forest and grass, mineral, and wildlife con- 
servation. Pollution is often divided into, air, water, 
solid waste, and noise pollution for purposes of study 
and analysis. Among the economic factors to be con- 
sidered are the increasing demands for our resources, 1 
* the .costs of pollutkm damage, naiural resources as pro- 
ductive inputs, causes of waste and inefficiency in 
resource utilization, and various proposals for coping 
with die problem. Among the value questions to be 
discussed are these: 

To what extent should government take action to deal 

with the problems? 
To Vvhat extent should business, the taxpayer, and die 

consumer bear the responsibilities and the. costs of 

controlling pollution? 



1. For example* total water use rose from 40 billion gallons a day 
in 1900 to over 411 bMion gallons a day th 1970. 



To what extent should state and local governments 

assume responsibility? 
How much of the conservation and pollution problems 

should be solved by the market system? 

The conditions existing in Roosevelt's day can be com- 
pared with conditions today; his policies can be com- 
pared or contrasted with current policies and proposals. 

Roosevelt was also concerned about monopolistic 
practices* Thus, the problem discussed in Topic 11 can 
be carried over into Topic 12. Roosevelt was not opposed 
to big business per se, but attempted to prevent huge 
corporations from abusing their power. The Bureau of 
Corporations was; set up to investigate and report cm the 
actions of large firms. The Department of Commerce 
and Labor was established, and further controls were 
placed upon the railroads to see that everyone paid the 
same rates. Roosevelt's antitrust jpolicies aid actions can 
be evaluated and compared with those of more recent 
administrations. 

The consumer was not forgotten either. Thanks to 
Upton Sinclair's novel The Jungle (1906), which described 
abominable conditions in meat-packing plants, and die 
discovery by a government physician that harmful 
substances were being put into certain drugs, medicines, 
and canned goods, legislation was enacted to require 
government inspection- of all meat sold in interstate 
commerce and the labeling of food and drug products 
with a list of their ingredients. 

Consumer protection is still a controversial issue. 
To what extent does the consumer really control the * 
amount, kind, and quality of goods and services pro- 
duced in our economy? How far should government go 
in protecting the consumer? The consumer's role in our 
economy can be examined in detail at this point. 

The ration in United States history we are now con- 
sidering also offers opportunities to relate economics to . 
foreign affairs. In Britain's dispute with Venezuela over 
the boundary line of British Guiana, the discovery of 
gold in the contested area caused Britain to shift the line 
she had been willing to accept as the legal boundary* In 
1895, President Cleveland's secretary of state, Richard ' 



Oiney, warned~Britain~that the^United.Stotes. would, 
consider British pressure on Venezuela to be a violation, 
of the Monroe Doctrine. Oiney seemed to be using 
"economic muscle" when he stated that our "infinite 
resources" helped to make us "master of the situation 
and practically invulnerable as against any or all other 
powers." 

Roosevelt, too, did not hesitate to flaunt the eco- 
nomic and military might of the United States. In 1902 
cthe United States prevented Britain and Germany from 
using force to collect debts from Venezuela, In 1904 
Santo Domingo (now called die Dominican Republic) 
found itself burdened by debts to European powers. The 
United States "refused a Belgian proposal that we join in 
seizing all customhouses and that Santo Domingo be 
governed by an international commission. (Custom- 
house receipts had been pledged to various creditors 
with the proviso that in the event of default the creditors 
could demand control of the customhouses.) When 
American companies were given preferred treatment 
over other creditors in debt repayment, Europeans pro- 
tested and another aimed intervention seemed immi- 
nent. To forestall this; Roosevelt proclaimed his so- 
called Roosevelt Corollary to the Monroe Doctrine, 
asserting dot the United SUtes must "exercise an in- 
ternational police power" to prevent "flagrant cases of 
wrongdoing. ..." It was the moral obligation of the 
United States to force the "wretched republics" to pay 
their debts, and in 1905 Santo Domingo agreed to have 
the.United States administer the customs and manage 
the debt payments. 

It is interesting to note how United States involve- p 
ment in the world economy has developed over the 
years. Nations still jiave problems with foreign debts, 
and many of these problems affect the United States. 
How such problems are handled today as contrasted 
with the approach taken during Rooswdt's administra- 
tion might fnake a fascinating subject for study. For ex- 
ample, in 1982-83, when Mexico was having difficulty 
in handling its debts to other nations, how did the 
United States respond? Why was assistance to debt- 
burdened nations rather than an exercise of "police 
power 5 considered to be the wiser course of action? 



DISCUSSfON QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). • 



1. Discuss the factors in the United States that led to the dis- 
appearance of the frontier in 1890 v 
Land as a factor of production; law of diminishing 
returns; frontier. o 

(a) Discuss three important results of the passing of the 
frontier. 



End of 'free land*; need for conservation; immfcranls 
concentrating m cities. 

(b) What is meant by the statement that there are still 
"frontiers" in American Ufe7 
Innovation^ social reform; quality of Hfe. 
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2. Explain ho w conservation of natural resources if related to 
(a) farming, (b) mining, (c) recreation. . 

Natural resources as factors of production; supply of land; 
extractive Industries; demand for natural resources; 
ecology; pollution. 

3. How do natural and human resources contribute to a na- 
tion's strength? 

. Resources and productive capabilities. . 

(a) Differentiate between natural and human resources. 

(b) What kind of natural and human resources does the' 
_ United States need (1) as a world power and (2) as a 

nation with a rising level of living? 
Renewable and nonrenewable resources; conserva- 
tion; economic growth. 

(c) Why is the protection of our natural environment 
everyone's responsibility? 

4. How did each of the following aflect the conservation of 
natural resources? (a) Reclamation Act (Newlandt Act) of 
1902; (b) Governors Conference of 1906; -(c) teapot 
Dome scandal; (d) Tennessee Valley Authority; (e) Civil- 
ian Conservation Corps. 

5. What role did Gfford Pindiot and/Theodore Roosevelt 
play in die conservation movement? 

(a) What aspects of the protection of our naturi environ- 
ment were of particular interest to Theodore 
Roosevelt's generation? 
Mineral lands; forests; wafer; wfldtte < 



(b) What kinds of environmental problems are of special 
interest to your generation? 

(c) In your opinion, which of the non r e n ewabl e resources 
are most vital to the life-support system of "Spacesrup 
Earthr Defend your point of view. 

(d) In 1901, Theodore Roosevelt told Congress: The 
forest and water problems are perhaps the most vital 
internal problems of die United States/ If he were 
alive today, what other e nvir o nm en ta l p roblem s 
might he include in a message to Congress? Why? 



(e) Compare the conservation issues of die early 1900s 
with the environmental concerns of the 1900*, and die 
measures taken by Roosevelt and Taft with those 
undertaken by P re si den ts Lyndon B. Johnson, 
Richard M. Nixon, and Gerald R. Ford* 
Supply and demand of natural resources; effects of 
growing population and industry; costs of poBnrlon; 
growth of ■» government Involwunt in 



(f) Explain the attitude of the Reagan administration 
toward undeveloped mineral lands that are in die 
public domain. 

6. Why is the heedless destruction of forests called 'a crime 
againSt posterity'? 



Supply of natural' resources; -demand for resources in 
future; recycling. 

7. Discuss the reasons why the conservation of natural 
resources is more important today than it was 100. years 
. ago; 

Supply and demand factors; economic growth; popula- 
tion growth. 

(a) Discuss ways in which the federal or state govern- 
ments have promoted conservation. 

(b) How can you as an individual promote wiser use of 
natural resources? 

'■ Recycfing; efficiency in resource use;, control of 



& Explain what Theodore Roosevelt meant by a "Square 
PeaT for business and labor. , , 

i rote in labor < 



9. To what extent did President William Howard Taft con- 
tinue the policies of Theodore Roosevelt? 

Antitrust potcy; labor relations. 

10. Why did Theodore Roosevelt intervene in the Anthracite 
Coal Strike of 1902? 

Effects of labor lunjiln on the 
aMufsrole* 

(a) On what grounds did Roosevdt intervene? 

(b) What was the outcome of die oonffict? 

(c) Was his interventior. a true mdkation of his 
toward unions? Explain your 




it dtfficult for the government to control hust~ 
under the Sherman Anti-Trust Act? 
of the act; various fcmns of business con- 



(a) How Ad Roosevelt 
*bacT trusts? 



'between "good 9 and 



(b) Did Roosevdt really deserve die tide of "trust buster*? . 

(c) Today, would the Supreme Court break up a com- 
bination of railroads 

them Securities case? Defend your < 



12 . Who were the muckrakers? 
Sodnl 



(a) How successful were the muckrakers in bringing 
about immediate worthwhile economic reform? Long* 
: reform? 



(b) Do we have muckrakers in the 1960s? If so, name 
some of them and the reforms they are seeking. 
^Zottsun^Hr p^^^^^^Qn^ redistribution of i 



13. Explain the role that Upton Stnc&rY novel The Jungle 



played in the passage of the Meat Inspection Act of 1906. 
What were, the provisions of that act? 
Government intervention in the market; consumer protec- 
tion* 

14. Discuss the reasons for the passage of the Pure Food and 
Drug Act of 1906. What were its provisions? What were 
its strengths and weaknesses? 

15: How did each of the following change the interpretation 
of the Monroe Doctrine? What role did economics play in 
' each? (a) Venezuela boundary dispute of /1895; (b) Vene- 
zuela debt default difficulties of 1902; (c) Santo Do- 
mingo debt default of 1904. 

Economic imperialism; foreign investments; bonds; dollar 
diplomacy. 

16. Discuss the ecctabmic background of the United States 
policies toward Latin American countries before World 
WarH. 

(a) Explain the attitude of the Latin American countries 
toward the Monroe Doctrine in the nineteenth cen- 
tury. Why did this attitude change during the first 
three decades of the twentieth century? 

(b) Why did the United States want to build the Panama 
Canal and control the Canal Zone? 
Relationship between economic interests and foreign 
affairs* 



17. To what extent was trust busting effective in preventing a 
" rise in the number of business combinations? 

(a) To what extent was regulatory legislation effective? 
Justify your answer. 

(b) Does bigness necessarily mean badness? Explain your 
answer* 



18. Why are most Americans reluctant to modify or abandon 
the current economic system? 



19. (a) Why do some businesses favor business combination? 
Control over pikes, production, and markets. 

(b) Why does the general public oppose diem? 
Abuses of monopoly power; fear of higher prices, 
poor service, smaller choice. 

(c) Describe, the most common forms of business com- 
bination in the nineteenth century. 

Pools, gentlemen's agreements, trusts, trade assoda- 
" tions. ' 

(d) Describe the most important forms of combination in 
the twentieth century* 

Mergers; conglo mer a tes , cartels , -multinational cor- 
porations* 



ACTIVITIES 



1. Bulletin board display: Ask your students to prepare a 
bulletin board display entitled The Hght for a Good En- 
vironment: Yesterday and Today** The display might con- 
sist of pictures, drawings, charts^ diagrams, thumbnail 
biographies of outstanding leaders, signs, slogans, etc., 
pointing out .targets of environmentalists and suggesting 
solutions to environmental problems. 

2. Book report: Ask a bright student interested in en- 
vironmental problems to read and report on Only One 
Earth by Barbara Ward and Rene Dubos (New York: Nor- 
ton, 1972), a study prepared for the United Nations Con- 

* ference on the Human Environment at Stockholm in June 
1972/ \ 

3. Book reports: Students may be willing to read, review, 
and report orally in class on books written by muck- 
rakers. A list follows: 

Lincoln Steffens, The Shame of the Cities 
Upton Sinclair, The Jungle 
Thomas Lawson, Frenzied Finance 
Ida M. Tarbell, History of the Standard Oil Com- 
pany 

Frank Norris, The Octopus 
Frank Norris, The Pit 

4. Glossary: Prepare a glossary of ecological and conserva- 
tion terms such as salvage, recycling/ efficient extraction, 



pollution, bird sanctuary, wetlands, migratory birds, na- 
tional forests, etc. 

5. Cartoons: Ask your students to draw cartoons bearing 
titles such as the following: 

Theodore Roosevelt -Trustbuster 
Theodore Roosevelt — Conservationist 
Theodore Roosevelt - Canal Builder 

6. Bulletin board display: Ask your students to prepare a 
bulletin board display entitled hduckraking-Then and 
Now. It might consist of pictures, charts, and headlines, 
slogans, etc. pointing out the targets of the reformers and 
suggest ng solutions. 

7. Panel discussion: Ask the class to imagine itself a reform 
society discussing the heed for urban reforms during the 
Roosevelt Era. Ask selected students to report on housing, 
disease, crime, and the lade of adequate medical and 
recreational facilities, and to report on reforms suggested 
by the Progressives. 

8. Senatorial investigation: Let the dass imagine that it is the 
O S. Senate at the turn of the century* Let the "Senate" ap- 
point committees to investigate conditions in the stock- 
yards, slaughter houses, and meat-packing: plants, as well 
as food and drug abuses. After each committee has heard 
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„ • witnesses and made recommendations, ask the "Senate" to 
draw up remedial legislation. 

9. Filmstrip: Show Muckrakers and Reformers to teach the 
concerns of the Progressive Era. (Sound; Multi-Media 
Productions) 

10. Filmstrip: Show Theodore Roosevelt, 1858-191? for a 
vivid account of the man and his times. (Color, record; 
Electronic History, Inc.) 

11. Research project: Ask an i interested student to jrv^HgMe. 
the food and drug reform movement resulting in the Meat 
Inspection Act of 1906 and the Pure Food and Drug Act of 
1906. One "contemporary" source is Mark Sullivan's Our 
Times, vol. II, pp. 471-552, 

12. Camera hunt: Amateur photographers in a class may en* 
joy a camera Hunt of good— or poor — environmental 
practices, to include as part of a bulletin board display. 

13. Recording: Hay "Progressive Reformers: 1900-1920" to 
create the atmosphere for the muckraking era and the 
economic, social, and political reforms that emerged from 
it (2 LPs). Source: Great Men and Great Issues Series. 

o 

14. Game: Trade-Off: The Lard Use Planning Game" by 
George L. Wyatt and Charlotte T. Harter (Corvallis, 
Oregon: Oregon State University, 1979). Can be used 
when teaching about' the growing scarcity of land in ex* 
pariding communities during the Progressive Era and 
beyond. This is a three-hour game for grades 9-12. The 
goal of the players is to develop a healthy economy while * 
protecting the environment. (Grade level: 9*12; playing 
time: 3 hrs.; price: $25.00) 

15. Film: Preserving Our American Wilderness (1971) 
discusses efforts of the federal government to preserve the 
remaining wilderness areas threatened by developers in 
search of minerals, gas, oil, etc. (Color, 10 min.; Rims In- 
corporated) 

16. Him: Problems of Conservation- Our Natural Resources 
treats the developing crisis in depletion and destruction of 
our natural, resources caused by pollution, population 
increases, rising levels of living. (Color, 11 min.; En- 
cyclopedia Britannica Educational Corporation) 

17. Sododrama: Simulate a press conference with Theodore . 
Roosevelt during the Governors' Conference on Conserva- 
tion. Cast a good student in the role of President 
Roosevelt and assign the roles of reporters to several other 
students. Follow the press conference with class discus- 
sion, i 

18. Book report: Ask a good student to present a brief oral 
report on the personality and accomplishments of 
Theodore Roosevelt as reported in Pringle's Theodore 
Roosevelt: A Biography. 

19. Rim: Theodore Roosevelt covers the major domestic and 



foreign problems of the 1990s and early 1900s. (16 mm, 
black and white, 26 mhy; McGraw-Hill Textfilms) 

20. Rlmstrip: Turn of the Century describes the public career 
of Theodore Roosevelt. (Color; McGraw-Hill Textfilms) 

21. Rlmstrip: Theodore Roosevelt: A Portrait of Power (1981) 
discusses. T.R/s career as soldier, explorer, author, Presi- 
dent. (Color, cassette, teacher's guide; Social Studies 
School Service) 

22. Rlmstrip: Trust Busting -{i^cAawir^ 

legislative action taken against industrial monopolies dur- 
ing the trust busting era. (Color, cassette, teacher's guide; 
Social Studies School Service) 

23. Rlmstrip: Muckrakers and Reformers deals with muckrak- 
ing journalists and reformers of the Progressive Era 
(1900-15). (Multi-Media Productions) 

24. Simulation: The Progressive Era." Teams of students 
representing such groups as farmers, laborers, owners of 
small businesses, and liberal reformers, draw up 'pro- 
gressive programs* on nine different problems that faced 
America in the 1890s: business monopolies, corrpution in 
government, women's rights, conservation, city problems, 
labor problems, consumerism, farm problems, and ine- 
quality in the distribution of wealth. Hie entire class 
forms a government, produces "muckraking* articles, arid 
attends 'pressure meetings* They then elect state 
legislative representatives who study the practicality of 
the proposed solutions. (Players: 13-37; Time: 4 hours; 
Social Studies School Services j 

25. Documentary sources: Advertisements for merchandise 
provide many clues as to how people lived. Students may 
have access to newspaper files of the 1690s and 1900s. 
Advertisements for patent medicines, for example, can 
provide dramatic background for the passage of the Pure 
Food and Drug Act of 1906. Sexual stereotypes also 
become apparent. For example, women in the Gilded Age 
are pictured as weak arid frail (unlike the robust pioneer 
women), and in heed of such conveniences as an electric 
motor washer which not only cleans clothes but "saves 
women's lives." 

26. Problem for analysis: Conservation problems, which at- 
tracted so much public attention during Theodore 
Roosevelt's administration, persist today. For example, in 

, the past decade or so, various witer shortages in various 
parts of the country have pointed up the need for develop- 
ing new sources of water, including desalinization of 
seawater and more effective use of existing water supplies. 
If a particular state approves a costly program of research 
and experimentation, two methods might be feasible to 
cover the costs of the program: a 2 percent sales tax on all 
purchases; an, increase in the tax rate on incomes over 
$10,000. How would the alternative .taxes (sales, tax. or a 

higher income tax rate) affect the following: Consump- 
tion? Prices7 Savings? Incentives to work? Economic 
growth? 
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Topic 13 

Wilson and the New Freedom 



Economic Fe^ Con^^ 

► Clayton and FTC acta - 

:Fadarai Reserve;gyatom' 

► Income tax 



Sevekal major economic issues should receive con- 
siderable attention in any study of Wpodrow Wilson's 
administration. If the class has already been introduced 
to taxation (as in Topic 2), banking (Topics 6 and 8), 
labor, problems (Topic 10), and business concentration 
(Topics 11 and 12), a unit on Wilson's domestic policies 
will not only provide reinforcement but enable the 
teacher to delve more deeply into economic concepts 
related to the material in these topics. 

On business concentration, Wilson stated: "We 
must see to it that the business of the United Stojes is set 
absolutely free of every feature of : monopoly/ Roose- 
velt and Taft had used the Sherman Act of 1890to at- 
tack large business combinations, but the wording of 
the law was vague and means of evading it were found. 
The Sherman Act did not say exactly Which business 
practices were legal and which were not. Decisions oh 
the law's intent were left to the courts, which were often • 
favorable toward big business. The Clayton Antitrust 
Act, passed in October of 1914/ listed jfwrtkw that 
would be considered illegal - price discrimination tend- 
ing to geate monopoly, tWn contracts, interlocking 
directorates, and the acquisition of stockholdings that 
tend to reduce competition. The Fede^Trade Commis- 
sion was established to act as a VatchdpgT over 
business. The FTC was empowered to demand annual 
reports from corporations, investigate their activities, 
publish reports on its findings, and to issue "cease and 
desist" orders to prevent unfair business practices. 

The development of iwititrust poKcy ^ enfow^ 
ment is a good topic for research. What problems regard- 
ing business concentration do we have today? Are the 
existing laws and agencies adequate? Should we adhere 
to Theodore Roosevelt's belief that big business concen- 
trations are not harmful as long as they are under 
federal regulation, or to Woodrow Wilson's idea that 
government should put an end to large business concen- 
trations? Or should government stop tryii^ to regulate 
business and let the economic system woric without in- 
terference? 

In discussing the effects of business concentration 
or the question of how large businesses should be allowed 



to get, it is imperative that the students understand *he 
concept of economies of scale- the fact that in some 
cases unit costs of production decrease as firms become 
larger. 1 Of course, there are also diseconomies of scale 
when a firm exceeds its optimum size iwlunitcoebthm 
begin to rise. 2 Another factor to corwder before making 
judgments about a firm that is a monopoly to one 
degree or another is die elasticity of demand for its out- 
put. A monopoly in food, essential drugs, ototh»it«ns 
that are absolute necessities isfar mdi^h^ 
one in luxury goods; The demand for essential goods is 
geneiaUy inelastfc-people must b^ products even 
if prices soan A moiwpblk ^ 
can reap huge profits at the puMkVexpense. A monop- 
oly producing luxuries, however, may find that sales 
drop drastically if it sets prices too higji. In this case, the 
demand for , the product is elastic-the percent- 
age droi> in sate will be greater than the percentage 
increase in price and the firm's revenues will actually 
decline if it raises prices. 

In assessing the extent to which a monopoly is 
harmful, economists mil also look at cross-dastidty ef~ 
fkt* This term nefm to 

when the price of product Y has changed. For example, 
if a monopolist gets control of all the butter in a given 
market and raises the pito of the butter, we can exp^ 
sales of margarine to increase because many buyers will 
accept margarine as a reasonable substitute for butter. 
Thus, the harm a butter monopoly am inflict is limited 
because a substitute product is available. The teacher 
must decide whether or not a given class can grasp the 
concepts discussed in this and the preceding paragraph, 
but in any evwtt it,fc^ 



1. There art several reasons why a Urm may; become*!^ 
efficient as It increases m stos, andhggs have jo^gfegl^- 

— an^ablrto-ch^ 

often possible In the larger firm; It may be able to afford 
better equfcmsnt; It may be able to engage in mpre ^ssych; 
It may enjoy market advantages, such as receMng dlspounts 
because It can buy In quantity. ~ 

2. One possible reason is that a firm can become top large to be 
managed efficiently. 
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rath& than snap judgments be made in examining such 
problems. 

W ilson saw the need for banking reform. The Pujo 
Committee (a subcommittee of the House Committee on 
Banking and Currency) had been set up in 1912 to ex- 
amine charges that a !*money trust" existed in the United 
States. The committee found that concentration in the 
control of money and credit was indeed increasing, and 
its report-strengthened the incoming Wilson administra- 
tion in its program of currency and banking reform. The 
system set up under the National Banking Acts (see 
Topic 8) was not a total failure, but it had serious 
weaknesses. Reserves were not held by a central bank 
(there was no provision for a central bank in the act), 
and the law permitted banks to deposit three-fifths of 
their reserves in other banks. 3 The average level of re- 
quired reserves was quite high, unnecessarily restricting 
the volume of loans country banks could make. There 
was no means of creating additional reserves in times of 
financial panic nor of Helping banks in distress. Numer- 
ous bank failures and suspensions during the financial 
crises of 1873, 1884, 1893, 1903, and 19074early il- 
lustrated the problem. * ' 

A brief review of previous events in American 
banking history would be helpful at this point, and the 
students should be reminded of the first and second 
banks of the United States. If earlier lessons dealt with 
the role of central banks in general, it is important here 
to go into their functions in greater detail. In 1913, the 
two "major political parties agreed that some sort of cen- 
tral bank was needed; the debate was over the form it 
should take. The Federal Reserve Act of 1913 provided 
for twelve regional, banks. Each bank's nine-member 
board of directors must consist of persons who repre- 
sent borrowers (such as business managers, farmers, or 
other nonbanking occupations) and the general public 
as well as bankers. A board of governors was estab- 
lished in Washington, D.C., and this board, which in- 
cludes representatives from the regional banks, has 
gradually assumed the major policymaking functions of 
the Federal Reserve System. 

TRe Fed's structure should be examined and ex- 
plained in detail. Changes that have taken place in the 
Fed's powers and functions over the years can be traced, 
with explanations for each major change given to or. 



3. Reserves tended to Now to New York, and concentration of 
reserves in New York encouraged the overexpansion of call 
loans (loans subject to repayment on -short notice, e.g., 
twenty-four hours) to the securities market. Consult standard 
• texts in American economic history for further details on the 
national banking system/ 



sought by the class. Of course, the major instruments of 
control (reserve requirements, open-market operations, 
and the discount rate) should be clearly understood, and 
the use of monetary policy as a means of helping to 
stabilize the economy (preventing inflation on the one 
hand or deflation on the other) ought to be clear to 
every American. The nature of the U.S. money supply- 
(including the role of demand deposits) ,„ how and why 
the money supply has recently been changing in amount 
and character, and the Fed's powers to control the 
money Supply should be treated in some detail. The 
historical strengths and weaknesses of the Federal 
Reserve system might be set forth, although this topic 
might be more meaningful when, the class comes to 
study the depression of the 1930s. 



1 axation was another key issue during the Wilson 
administration. An income tax had been levied during 
the Gvil War, but later the Supreme Court decided that 
income taxes were unconstitutional. The students may 
be amazed when they discover that it was the average 
_ citizens and those who spoke for. them who demanded 
an income tax law. The Sixteenth Amendment, which 
permitted Congress to pass such a Jaw, was ratified in 
1913. A tax of 1 percent was thereupon levied on in- 
comes between $3,000 ($4,000 for married men) and 
$20,000, and rates on incomes above $20,000 increased 
until they reached 7 percent on incomes above 
$500,000. These rates can be compared with those of to- 
day, and the class might try to decide whether our in- 
come tax has become more or less progressive over the 
years. (Consideration should also be given to the extent 
to which we expect government. to perform services for 
us today as compared with the; past, the rising cost of 
services provided by the government, and other factors 
that help to explain government's expanding role in the 
economy.) To turn, to another kind of tax, the Under- 
wood Tariff of 1913 placed iron, steel, raw wool, sugar, 
and some other agricultural goods on the free list and 
reduced duties.on others. Rates on some products were 
raised, however, and U.S. tariffs, in general, remained 
highly protective. 



Finally, labor received sympathetic attention from 
the Wilson administration. The Clayton Act specified 
that "the labor of a human being is not a commodity or 
article of commerce" and that "nothing contained in the 
' antitrust laws shall be construed to forbid the existence*! 
and operation of labor . ; . organizations/. . ." Unions 
were not to be construed as "illegal combinations in 
restraint of trade" and the injunction was not to be used 
in labor disputes unless the court decided that it % was 
necessary to prevent irreparable injury to property. 
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Strikes, peaceful picketing, and boycotts were to be 
legal under federal jurisdiction; This "Magna Carta- of 
labor, however, was greatly weakened by interpreta- 



Hons the courts gave Uf the act In evaluating Wilson's 
reforms the class should consider their effectiveness as 
well as their brightness"* 



DISCUSSION QUESTIONS 



Economic concepts, ideas, etc., that might be.brought up in answering the questions are printed in heavy 
type (boldface). 



1. What were the major issues in the election of 19127 Why 
was each important? 

Business concentration; money and banking; tariffs; labor 
reforms; equality of opportunity; free enterprise; eco- 
nomic individualism. 

(a) What ivere the outcomes of this election? What did 
they imply for the economy? 

(b) What did Wilson mean by the *New freedom*? 

2. The Sherman Antitrust Act of 1890, designed to curb 
industrial monopolies, was at first used against labor 
unions with drastic results for the unions* Show how this 
applies to: (a) the Pullman strike; (b) the Danbury hatters' 
case. 

Injunctions; primary and secondary boycotts; govern- 
ment and labor. 

3. A new judicial concept —the "rule of reason"- evolved in 
the Standard Oil and American Tobacco Company cases. 
What was the "rule of reason"? How was it similar to 
Theodore Roosevelt's classification of helpful and in- 
jurious business combinations? 

4. What was the purpose of the Clayton Antitrust Act? Of 
the Federal Trade Commission? 

(a) How did the Clayton Act and the FTC represent 
attempts to strengthen the Sherman Act? 

(b) Why is the FTC often called an "umpire* for business? 
What are its powers? How effective has it been? 

5. Discuss changes made in the tariff by the Wilson ad- 
ministration. How do the two major parties stand today 
on the tariff? 

Free trade vs. protectionism; arguments for and against 
tariffs; comparative advantage. 

6. Why was the Federal Reserve System-established in 1913? 
Money and banking; central banks; monetary policy; 
business cycle. 

(a) Who ovvns the Federal Reserve banks? Explain the 
structuie of the system. 

(b) What privileges does a commercial bank enjoy as a 
member of the system? What are its obligations? 

•7. What distinguishes^ central baric from regular commer- 



cial banks? In what way was die Second Bank of the 
United States (1816-36) similar to a central bank? 

8. How does the Federal Reserve System sen^ the economy?: 
Monetary poiky; centralized reserves; elastic system of 
money and credit; clearing house function; rok in foreign 
exchange; Federal Reserve notes. 

(a) What is meant by the 'discount rate*? What is it sup; 
posed to accomplish? 

(b) What are 'reserve ; mnurements"? How do they work? 
Why are they used? 

(c) What is meant by "open market operations'? How do 
they function? Why are they used? 

Business cycle; money supply; mfUbon and deflation. 

9* Today we 'gripe* about the income tax, but many average 
citizens were fighting for its adoption around therturn of 
the century. Why? 

Theories of fairness in taxattoh; progressive, pro^ 
regressive taxes. 

(a) What taxes do you and yota* family pay? Are they/ 
fair? Explain your answer. 

(b) What do you get in return from your local, state and 
federal governments? ■' 

Government services (schools, roads, police protec- 
tion, fire protection, national defense, etc.). 

10. Taxes can be classified in several ways. 

(a) Distinguish between an income tax, ah excise tax, and 
a property tax. 

-(b) Distinguish between direct and indirect taxes. 

(c) What is ine«rt by te^ a tax? What is 
meant by 'shifting the modem*"? 

(d) Describe a regressive, a proportional, and a pro- 
gressive tax. Give examples of each. 

(e) What type of tax do you prefer as the basic source of 
government revenue? Explain your choice. 



4: Students with an interest in law might wish to examine some of 
the court. cases relating to the Clayton Act. See Charles 0. 
Gregory and Harold A. Katz, Labor and the ia% 3rd ed. 
(New York: Norton, 1979). 
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11. In 1914 the daytort Antitrust Act was hailed by Samuel 
- Gompers as labor's Magna Carta." 

\ 

(a) What were the major labor provisions of the act? 

(b) What did Gompers mean? Was he correct in calling 
the act labor's Mag^a Carta? 

12. During the Progressive lira the meaning of the term 
"democratic way of life N \came to embrace more than 
political democracy. Give examples to illustrate this state- 



ment. 



13. Compare Woodrow Wilsdn's "New Freedom'' with 
Theodore Roosevelt's "Square Deal" and show both- 
similarities and differences. \ 

14. A common form of business combination in recent years 
has been the conglomerate 9 merger. 

vie 

(a) How does the conglomerate \merger differ from the 
typical merger during Wilson's time? ^ 



(b) Why do business combinations continue today despite 
antitrust and regulatory laws? 

15. What do economists mean by "economies of scale"? 
Discuss some "diseconomies of scale" that occur when a 
firm exceeds its optimum size. 

16. Why must elasticity of demand for a firm's products be 
considered in determining whether that firm is a harmful 
monopoly or not? 

the Wilson administration with the problems each 
law was intended to resolve. Were the laws suc- 
cessful? Explain your answer. 

18. Did the disadvantages of monopoly outweigh the 
possible advantages of large-scale consolidation of. 
business? Justify your answer. 
"Good* versus "bad* trusts. 



ACTIVITIES 



1. Headlines: To review Wilson's policies toward unions, ask 
studentsto interpret the following headlines: 

Wilson Appoints First Secretary olf Labor 
Gompers Hails Clayton Act as Labor's Magna Carta 
Railroad Brotherhoods Endorse Adamson Act 

2. Diagram: Ask* the students to illustrate toe organization 
and functions of the Federal Reserve System by construct- 
ing an appropriate diagram. \ 

3.. table: Have the students construct a tabl\ showing the 
defects of the national banking system Established in 
1 863-64 and how the Federal Reserve SystemWtempted to 
remedy each of the weaknesses. * 

4. Role-playing: Ask a boy and a girl student to stage a mock 
interview of a young woman suffragist in 1912 by a con- 
gressman with "male chauvinist" leanings. 

\ " 

5. Cartoon: Ask a stt&ent to draw a cartoon like one that 
might have been drawn in 1912 to advocate the passage of 
the Nineteenth Amendment. 

6. Debate: Resolved: That all commercial banks in the 
United States be required to become members 1 of the 
Federal Reserve System. 

7. Investigation: Have the students investigate the local tax 
system. What are the chief sources otrevenue? The chief 
expenditures? Are the citizens satisfied with taxes as they 
are? If not, what substitute taxes or means of securing 



5. A conglomerate is a 1irm engaged in a number of unrelated 
businesses. 



revenue do the citizens propose? Would they accept a 
value-added tax in lieu of the property tax? 

8. Debate: Resolved: The present federal inheritance tax law 
is inequitable. 

9. Drawing; Make a drawing about the women's rights 
movement before World War I that portrays your version 
of "the new American woman." 

10. Diagram: A student might prepare a diagram illustrating 
how checks are cleared. 

11. Role-playing: Let a group of twelve students simulate a 
meeting of the Open Market Committee of the Federal 
Reserve System to discuss present business conditions and 
make recommendations for what if any, changes should 
'be made in current monetary policy. 

12. Research project: Ask a student to investigate the Bank of ^ 
England or a European central bank. In the report, the * 
operation of the European central bank might be com- 
pared with that of the Federal Reserve System, indicating 
features they have in common and features in which tjtey 
differ. 

\ 4 

13. Map: On an outline map, a student might use a colored 
marking pen to trace the boundaries of the twelve Federal 
Reserve districts and print, at their proper Ideations, the 
names of the cities where the twelve Federal Reserve Banks 
are headquartered. 

14. Publications: Write to the various Federal 'Reserve Banks 
for publications to add to .the classroom library. The 
following booklets are useful for understanding Topic 13; . 
(a) Historical Beginnings of the Federal Reserve (Federal 




Reserve Bank of Boston, Bank and Public Services 
Department, Boston, MA 02106, 64 pp., 1977. Single 
, s copies only). Traces the history of the banking system 
in the United States from 1790 on, discusses the bank- 
ing problems of the nineteenth century, and describes 
' the legislation that led to the formation of the Federal 
Reserve System. 

(b) The Story of Inflation (Federal Reserve Bank of New 
"* York, Public Information Department, 33 Liberty 

Street, New York, NY 10045, 24 pp., 1981.) Explains 
the causes of inflation and discusses its impact on con- 
sumers^ business,, and- government. Alsg examines 
fiscal and monetary policies, wage and price controls; 
and supply-side adjustments. 

(c) flie Story of Banks (Federal Reserve Bank of New 
York, Public Information Department, 33 Liberty 
Street, New York, NY 10045, 24 pp., 1982): Uses car- 
toons to trace the development of banking from 
Babylonian times to the present with emphasis on the 
American experience and th* role banks play in 
modern society. * * 

15. Game: Banking. Through simulation ajvd role playing,* ^ 
participants observe, analyze, and solve problems that 
arise in the operation of a^conunerdal bank; (Playing 
time: 2-5 hours; teams of six;.Didactic Systems, Inc.) 

16. Simulation game: You're the Banker. Allows players to 
assume roles as, commercial bankers, who grant or refuse 
loans to customers, the player^ learn economic principles 
related to money and banking, monetary policy, and the 
role of .the Fed's "discounting window." (Grade level: 7-1^ 
playing time: 2-4 hours; no. of players': up to 30; cost: 
$25; Federal Reserve Bank of Mirmeapolis, Public Infor- r 
mation Department, 250 Marquette Avenue, Min- 
neapolis, MN 55480) 

17. Film: The Fed. . . Our Central Bank (1978). Examines the 
service functions of the Federal Reserve system and ex- 
plains how monetary policy is formulated. Teacher' s guide 
includes material on inflation. (16 mm., 1? min., teacher's 
guide, free loan; available from any Federal Reserve Bartk) 

18. Film: An American Account: The Story, of Banking 
(1975). Reviews the history of American banking from the 
financing of the American Revolution to the present. 



(16 mm., 30 min., free loan; available from Federal Re- 
serve Banks of Boston, Richmond, and Chicago) 

19. FUmstrip: Woodrow Wilson: A Portrait of Power (1981). 
Explores Wilson's charactertraits both as a war president 
and as i reformer at home. (Color, cassette, teacher's 
( guide; Social Studies School Service) 

20: FUmstrip: Wilson: Idealism and American Democracy. 
Presents Wilson's ideas about democracy and his fight for 
the League of Nations. (Set of two; Guidance Associates) 

4 

21. Sododrama: To review the issues in the dectiboof 1912, 
stage an informal political rally taking place oh the eve of 
the election. Choose able students to campaign for 
William Howard Taft, Theodore Roosevelt, and Wood- 
row Wilson. After formal presentation of the arguments, 
invite rebuttals arid questions from the class. 

22. Individual report: Note the U.S. consumer protection 
agencies you find mentioned in newspapers in any given 
week. Make a brief report about the functions of each. Ex- 
amples: Federal Trade Commission, Food and Drug Ad- 
ministration, Environmental Protection Agency. 

23. Rlmstrip: the Pfogrefsive Era, Social Reform Movements 
analyzes reform efforts between; 1890 and World War I. 

* (Color, sound; Educational Audio Visual Inc.) 

24. Problem for analyrip Theodore Roosevelt, William 
Howard Taft, and Woodrow Wilson were all presidents 
during the Progressive Era. Otthe three, who did the most 
"to remedy the accumulated evils and negligences of a 
period of -industrial growth"?* 

(a) How was the public made aware of the need for 
reform during the Progressive Era? 

(b) Which social arid economic groups in the United 
States furnished "progressive* leadership? 

(c) Which groups were notable for not providing pro- 
gressive leadership? 

(d) Describe the measures you consider to have effected 
' the greatest economic reforms of the Progressive Era. 



6. Quoted from Richard Hofstadter, Introduction Ao The Progres- 
sive Movement, 1900-1915 (1963). 
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Topic 14 

World War I 



economic rKii| wonospiSf rnnctptM 9 or rroDNwra 

U.S. as world supplier. 

► Debtor-creditor liosltions of nations 

► National debt ' 

► Wartime controls 

► Public V8..priyate8ect6r . 

► Production possibilities curve 



AlWugh nationalism was a major factor in bring- 
ing on World War I, there were economic causes as . 
3 well. As nations developed industries they began to 
compete for raw materials in such places as Africa. 
There were disputes over who should have the right to 
certain areas on that continent, and thfcse disputes . 
helped set the stage for war. Wilson asked Americans to. * 
be "impartial in thought as well as action/ c but the 
United States' economy was affected fropv thevstart. 
Prior to World War I the United States had been a 
debtor nation. (In 1914 the United States was a net 
debtor in the amount of $2.2 billion.) Under normal dr-» 
cumstance§1he United StaQes would have needed many 
more yeaij^to become a creditor nation*. But the major 
industrial nations of Europe were at wrar; their factories 
were 'producing military hardware, and required vast 5 
new supplies of raw materials* American products werrf 
badly needed, and between 1914 and 1916 the value of 
our exports more than doubled while the yalue of goods " 
that we imported froth Europe declined. By 1919; the . 
United States was no Jonger a debtor nation but was a 
net creditor in the amount of $6.4 billion. 

Both sides courted the United States, but Ger- 
many's submarine warfare and a espionage activity 
swayed public opinion toward the Allies. By 1915 the 
United States had become the major supplier of am- 
munition and other war material to the Allies^ and by' 
1917 the Allied governments had sold over $1.5 billion ' 
worth of bonds in America. Some cite this as evidence * 
that the United States had a financial stake in an Allied 
victory. The United States declared war on Germany on 
April 6, 1917, and tljere is little doubt that President 
Wilson and most Americans regarded this as an act of 
righteousness rather than one motivated by pecuniary 
interests. 

In any event, the country had had little experience 
in shifting from a peacetime to a wartime economy. 
During a war, the public sector of the economy (that is, 
government activity) "suddenly takes on great impor- 



tance. The market system ojn no longer be relied upon 
to direct resources where they aire most needed. Factors 
of production (raw materials, labor, and capital goods) 
must shift from the private sartor, where they had been 
usid'to produce goods and, services for private con- 
sumers and businesses, to the public sector. This is the 0 
case, at least, if the economy is producing at -or near- 
full capacity. If our farms, factories, mines, mills, and 
workers are already fully and effkkntly employed, then • 
we can increase; production of war goods (such as 
varplanes, tanks, army barracks, guns, bombs, and 
submarines) only by reducing our output of customary 
goods. Indeed; the real cost of the war goods will be the 
civilian goods (such as civilian clothing and auto- 
mobiles) that we fprgo when we make the shift 

c ■ The economy is in any case bound to be affected by 
a major shift from peacetime to wartime production. ' 
Some sectors will not have to change much, for exam- 
ple, farmers producing food for soldiers r*eed not alter 
their production methods. Time f armeis, however, will 
face a greater demand aid higher prion. Thus they will 
try to increase output in various ways and may find it * 
profitable to cultivate land that had previously been 
considered too poor to yield a profit. Auto manufac- 
turers will face a drastic chinge. They will have to re- 
tool in order to shift from prodycing civilian cars to pro- 
ducing amy tanks and other i^tary equipment. Such 
shifts trigger other problems. For example, as War pro- 
duction goes into high gear, workers will be receiving 
their customary or higher wages, but because of Ae pro- 
duction shifts find fewer consumer goods on Which to 

^spend their incomes. Thus, prices will rise because the 
demand for consumer goods will be as great or greater 
thapt ever, but the supply will be less. 

What will government do in the foregoing cir- 
cumstances?^ It could ihcrease taxes, which would 
reduce some of* the consumer demand (because people 
would have left money to spend on consumer goods) 
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arid whicf* would at the same time, provide funds to 
finance the war. The government may also, as in World 
JVarll impose wage, price, ahd production controls. In 
that war ft also put on a strongxampaign to sell govern- 
ment 'bonds t$ citizens in order to move purchasing 
power frorti the civilian to the government sector and'tb 
provide civilians With a backlog of assets to use during 
the transition to a p^acetime.ecpnomy ^that would en? 
sue when the war ended. 

s If some ^ resources had' been lying idle before the 
. time of war, it isiheoretic^ 
iricreasfe total output without producing fewer consumer 
gdodsrThaHs, iridiistiy might continue to turn out the 
same/ amount qJ ctysumer items while formerly 
unlmplpyed vtarkers, idle factories/ £nd unused raw 
ntaterials were put to work producing guns, warships, 
and the like. (Bj technical terms, the nation moves from 
a ppint inside its production possibility cmve to a 
pomfcon "thexurve:*)^ 

Efforts cancalso be made to find new productive 

♦ resources. During World War II/ women who had not 
been ,part;bf the labor force, entered factpries v arid did 
Why jobs that had fnormally beeh^conddered "men's 

• wprk^"€ov^rnmentma^ ^sp promote 'research to find 
new prpducHp^ develop sjftthetic ihateri- 
als„knd promote the questior addidoiial sources of sup- 
ply qjMateriais already in use. * 

The various .wars in Which > the United States has 
been involved have had different effects iipon^the. 
economy and required different degrees of economic 
mbbilhatipn. AhbuHixvmbrittelbefo^ 
. World War t the govei^ehl beg^ to plan for the 
possibility of involvement. A £pundl of National -De- 
fense was^set up to plan the manufacture of guns and 
'ammunition/ and pro- 
vide; suffident labor* and: raw material. The* Emergency 
$eet Corporation of 1917 was jprovided With $50 
pillion to construct; vessels; The govern- 

jnent built -riewshipy^ds;^ 
|>yir« the operation of the rdlrbads irt Decftnber 6f 1917, 
jpnd^ssui^^cohtrdl over the;jelephbne and telegraph 
systems in 1918. 

0 ^bpr^managemeht* Rations could no longer be' 
' left tb thei^lves, arid the /Wat iauor Board was 
treated to help, pi^vent strikes, the/^bda^ provided^ 
/mediation % iriviwH^tmc ^disputes and suiting 
of settlement* It handled; 1500 ^ <feputw duH^ 
' ^ Worjd War t Alihp]^ nearly everyone a»*es that in a 
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curves & jqfocmctioh ^^IbtltVf ^ pntlttrs) ara dmcr^#d in nwrfy 
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sMwflte diagrarnVWitfi military g<^and services pn ^axki 
and n&fnijftary^ & <#^«henstt>lf to*ver^ 
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wartime emergency people must give up some of their 
economic freedoms and accept 'government controls, 
there is always disagreementon the extent to which such 
changes are necessary and the means by which the con- 
trols should be enforced. This problem should spark 
some lively classroom debates. 

Pacing for World War I was another problem. The 
rates of income tax were raised, and an excess profits tax 
wasumposed. (About one-third of the cost of the war 
was covered by taxes.) Excise taxes were placed on lux- 
ury items; imposition of those taxes not only .helped 
raise money but discouraged the buying and thus the, 
production of luxuries. Students should realize that 
taxes can be used to control consumption and redirect 
production; 

The remaining two-thirds of the cost of WorkLWar 
I was financed by government borrowings Before 'the 
war the U;S. national debt had been only $1 billion, but 
by the middle of 1919 it had spared to mpre than $26 
bilhpn. Raising taxes is one way of obtaining funcls to 
pay for a war; Arrowing, from the public v by issuing 
bonds is another. (Be sure that studtmb do not confuse 
the i term rational debt with the nation^ ddbtorrcreditor 
position in mtenratibiud financial markets. The fact that 
the national debt in 1919 was $26 billion did not niean 
that the United States owed this amount to foreigners. 
For the most part;, tyS.-goverhment securities ire pur- 
chased by Americans; Thus, the government borrows 
mostly from its own pepple-the U.S. national debt is 
largely an intemati debt owed by the U.S. govertmSBit^ 
Americans.) , 6 

th«e was a serious inflation during the Wprld War 
I era; consumer prices about doubled from 19l4to 1920. 
During wartime,, p^ 

tract factors of productioh away from private enterr 
prise. Thus, as labor comes into Aort supply (partly 
because the ske^pf the.jurmed for^>inGreas&,.partljK 
b^i&e the demand for fcbor rises) wages^the pnpe of 
labor- will go up unless they aure cpntrblledjby govern- 
ment. Arid in practice, it ehwxneyer Been jpc^ssible to 
cbmpleMy.pfwerit wages from* rising in the United 
States s da^ Wartime. THte Kigh^ 
reflected fin lugl^ pri^ cp$t pre«u»l^d^ 

fihder^i^^ and capital' 

gcK>ds, Thus wars tend inevitably tabe accompanied by 
in^ that accompanied jthe 

yiejfiiam War h^tte cbmpiu^ wi^ the inflaHorti of 
the >tw£p^ 
^yliws^^om^pi^ 

were to^Hpw M M^Y 
ecbhb&toi^ titet iPmidwtlphnson ought to have 
ixi<MU^^^ t^ step up the Vietnwn 

War^pd ^^uCTt%vents prove this criticism to be 
cbirectr - 
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Finally, the economic policies adopted immediately 
after World War I should be examined and evaluated. 
The United States raised its tariffs, making it difficult 
for other nations to sell their goods here, and yet this 
was perhaps the only way the Allies could have repaid 
their debts to the United States. Germany certainly 
lacked the money and resources to' repay the huge 
reparations debt, $33 billion, originally imposed on that 
country by the victors in World War L When, after that 
same war, the old Austro-Hungarian empire was'split 



into several nations, a territory that had been economi- 
cally united became divided. As a result, the war debt of 
Austria-Hungary became extremely difficult to pay 
Goods could no longer flow freely, price ; rose, factories 
that had been selling over a wide area w< ire restricted to 
smaller markets, and nations began inposing higher 
tariffs. It is generally agreed that these a< Hons helped to 
deepen the ensuing Great-Depression of the 1930s and 
helped create some of the antagonisms th it led to World 
WarIL 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in hMvy 
type (boldface). 



1. How did World War I affect American export trade? 

(a) How did the Allied powers finance their purchases 
of foodstuffs and munitions before 19177 After 19177 
International exchange; balance of trade and 
payments. 

(b) To what extent did economic forces influence U.S. en- 
try into World War I? 1 

War loans; international banking, and credit; 
economic interests. 

2. How did World War I affect the! American economy: (a) 
before U.S. entry; (b) during theiperiod of American par- 

. ticipation;i(c) immediately after the war? 
Economic mobilization;- infhtion; govenuiim 
• economy, in wartime. 

3. Before the first world w^r (1914jl8) the United States was 
both an underdeveloped and a debtor nation. Explain this 
statement. How did the war transform the United States 
from a' debtor to a creditor nation? 

Trade; foreign investment; balance of trade and 
payments.. j 

4. Explain how the U.S. government used taxes and the sale 
of bonds to raise the billions of dollars needed for the war 

.effort. I 

t 

5. What is the national debt? 

Public borrowing; govenmient bonds; pubhc finance. 

(a) Why is the public debt of the United States considered 
an "Internal" debt? - ' 

6 (b) How did World War I affect the size of our national 
debt7 

6. How did World War I affect each of the following: (a) 
workers; "(b) consumers; (c) industrialists; (d) farmers? 
Supply and demand; inflation; profits; economic 
mobilization; reconversion. * 



Differentiate between the public sector and the private 
^sector $n the American economy. 

(a) Why did World War I lead to an' expansion of the 
public sector at the expense of the torn/ate sector? 
Mixed economy; governments! rede; economic 
mobilization; allocation of resources. 



(b) Why was a War. Industries 
World War I? 



necessary during 



(c) Why did the federal government operaL *he nation's 
railroad system during the war?/ 

(d) Why did we need a shipping board? ----- 

What is meant by "all-out economic mobilization" in war- 
time? 

(a) Why was this necessary during World War I and 
World WarU? 

(b) Was it necessary during the Vietnam. War? Explain 
your answer. 

Some writers said that "war socialism" existed in the 
United States between 1917 and 1919. Do your agree or 
disagree? Justify your answer. U 
Economic mobilization; government operation of 
railroads; allocation of resources; control of production 
and distribution by boards and commissions. , 

(a) Why was it necessary to c^ate govern 

to direct mobilization? How successful were they? 

(b) What were the advantages and disadvantages of, 
government regulation, standardization of products, 



and uniform methods of 
ing the war? * 

(c) Was it necessary for the 



industrial organization dur- 



federal government to take, 
control over individual and industrial affairs to the ex- 
tent that the U.S. government did in World War I? Ex- 
plain your answer. 
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10. Why did the federal government intervene In labor- 
management relation* during World War I? What form 

. did the intervention take? Do you think that governments 
should intervene in labor-management 'disputes at any 
time? Explain your point of view. 
Mediate labor's role in die 

economy; wages and pikes* 

11. To win the war; the Wilson administration required 
sacrifices from all. 

(a) How did the federal government urge consumers to r 
conserve scarce resources and foodstuffs for the war 
effort? 

(b) How did it discourage the buying of luxuries? - 

(c) How did it regulate profits? 

War excise taxes; rationing; surplus profits taxes; in- 
come and corporate profits tastes* 

12. Two-thirds of the cost of World War I was raised by bor- 
rowing; one-third by taxation. 

, .(a). How was the two-thirds actually brought into the 
U.S. Treasury? 

(b) What effect did borrowing have on the national debt? 

(c) How was die additional revenue actually raised by 
taxation? 

Taxation; national debt; go v enumut bonds and sav- 
. Jngs stamps; 'wajliine fin a nce . 

13. Why did serious inflation occur in the United State* dur- 
ing World War I? 

(a) If you had been President, what would you have done 
. to keep down consumer prices? 

(b) Did we learn lessons about inflation in 1915*20 that 
we were able to use in subsequent wars? Explain your 
answer. 

Supply and demand; cause of inflation; government 
controls (price controls/ wage controls* rationing, rent 

controls)* 

14. What was the immediate effect of World War I on the 
American farmer? What was the long-range effect? 
Supply and demand; farm prices; farm costs and ootpot; 
farm surpluses; 'farm debt* 

15. How did World War I affect the economic condition of the 
blacks in the United States? 

Migration to northern dries; formation of gbettoes; job 
opportunities; contributions to die war effort; Job com- 
petition with whites. 

16. Explain how each of the foUowing helped to aggravated 
Great Depression of the 1930s and to create the tensions 
that led to World Warn. 

(a) The American policy of high protective tariffs. 



(b) The huge reparations bill imposed on Germany and 
the problem of war debts. 

(c) The break-up of economic units like the Austro- 
Hungarian Empire. 

17. Summarize (a) the worldwide economic effects of World 
War I, a«i (b) the economic effe^ 
• economy. 

Human and material costs of war; disrttptionof trade; tax- 
ation; foreign debts; new political-economic systems; 
debtor and creditor nations; postwar d e pr essio ns; war as 
stimulus to industries; national debt; taxation; postwar 
farm Jumps* ^ 

10. Why do some r*>ple say that the United States 'came of 
age* as a nation as a result of World War I? Do you agree 
or disagree? Why? 

Economic develop m ent ; U*S* as world economic power; 
creditor nations* 

19. What demands did the needs of the Allies place on the 
United States? 

(a) How succesrful was the American response to each 
need? " ^ 

_ (b)-What-were tH^Sv^corrtribut^ of the United 
States to the winning of die war? 

20. President Wilson asked die American people to be neutral 
in thought and action. 

(a) What would have been a truly neutral policy of the 
United States during the period 1914-177 

(b) How did America's foreign policy toward Europe 
charge after its entry into the war in 1917? 

21. During World War I, the public sector of die economy 
suddenly took on greater im por tan ce. Raw materials, 
labor; and capital goods were shifted from the private sec- 
tor to produce ships, guns, and munitions. 

(a) Differentiate between the private and the public sec- 
tor, c 

(b) What sacrifices did this shift in resources require on 
-the part of the consumer?' 

Shortages; price and wage controls; ^conservation of=== 

c 

(c) How will the shift of resources from the private to the 
public sector affect prices if the economy is operating 
at capacity? 

Shortages; inflation; p riori ti e s * 

(d) What measures can die federal government take to 
lighten the burden on consumers? 

Allocation of resources; wage and price controls;* 
priorities/ ratioedi^j. 
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ACTIVITIES 



1. Table: Construct a table comparing the methods used to 
raise money during the Civil War and World War I. 

2. Role-playing: Ask a student to stage an impromptu Lib- 
erty Bond rally in class. Follow the rally by a discussion of 
the methods by which U.S. government bonds were sold 
during the Civil War, World War II, and today. 

3. Graph: Have the students construct a bar graph showing 
the sire of the national debt in 1900, 1910, and 1920. 

4. Panel discussion: Ask the students to conduct a discussion 
on the importance of the "home front* in World War I. 
Have members of the panel r ep r e sen t a housewife, a 
shipyard worker, a farmer, a Red Gross worker, a Salva- 
tion Army worker. A general discussion on<the impor- 
tance of home front morale can follow. 

5. Union meeting: Have the class hold a union meeting in 
which evidences of profiteering and the need for equal 
sharing of the burdens during wartime are discussed. A 
series of resolutions on specific measures to deal with prof- 
iteering cpuMbeused to summarize the discussion. 

6. Oral reports: Have the students prepare individual reports 
for presentation to the class on the following topics: 

World War I taxes 

Herbert Hoover and the Food Administration 
Gasless Sundays and heatless days— die Rid Ad- 
ministration 
The Allied war debts 
The work of the Shipping Board 

7. Cartoons: Ask the students to draw cartoons or posters on 
various economic aspects of World War I. Suggestions: 

U.S. economic contributions to the Allies 
The American farmer and the war 
Consumer sacrifices for the war effort 
Sale of Liberty and Victory bonds 
. Food will win the war 

6. Headlines: Ask the students to write three headlines deal- 
_ ing with how the United States aided the Allied cause 
economically. 

9. Research project: Have ah interested student investigate 
the allegation that the United States entered World War I 
largely to protect the private loans that bankers had made 
to the Allied powers during the first two years of the war, 
and have that student write a short defense or refutation 
of this theory. 

10. Panel discussion: Set up a panel discussion on the 
economic effects of World War I on the victors. Have the 9 
various members deal with specific problems such as war 
casualties, destruction of property, war debts, inflation, 
dislocation of international trade, rise of dictatorships, 



11. 



rise of Isms," and the new role of the United States as 
creditor nation. 

Sound filmstrip: Show The Road to War: 1917 and The 
War and the Treaty: 1917-1919 in the series The United 
States as World Leader." (Multi-Media Productions) 



12. Hfan: Show World War 1: The War Years to review the 
events leading to America's entry into World War I. (13 
min.; Coronet) 

13. Filmstrip* Show Part H of Woodrow Wilson to teach 
about America's role in World War I. (Pictorial) 



14. 



Meet the press: Simulate a press co n fe rence with President 
Wilson after the creation of the War Industries Board, in 
which his views regarding the need for g ov er nm e nt regula- 
tion and control of industry during wartime are solicited. 
Cast a good student in the role of President Wilson and 
assign the roles of reporters to several other students. 
Follow this sociodramai with dassdis cu saaon. ™~ 



15. Forums and panels: Ask a panel of students to discuss one 
of die following questions: 

To what extent should individuak be required to gh^e 
up economic fr ee d om s , and accept government 
controls during wartime .erne ry noes? 

Why did die peace movement of the early twentieth 
century fail to prevent die outbreak of World 
WarI7 

Would an Allied victory have been possible without 
American intervention? 

16. Publication: Read A Primer on Inflation. It discusses die 
nature of inflation and its root causes, shows its effects on 
the economy, and suggests alternatives for dealing with it. 
(Federal Reserve Bank of New York, Public Information 
Department, 33 Liberty Street, New York, NY 10045, 12 
pp., 1903; free): 

17. Chart: 'Guns versus Butter." , Ask a bright student to 
demonstrate a production possibilities curve (sometimes 
called a transformation curve or a production powbiBbes 
frontier) to your class. Average students can understand 
an uncomplicated production possibilities curve, with 
military goods and services on one axis and noraraBtary 
output on the other. The graph is useful in teaching 
and/or reviewing. economic concepts such as factors of 
production* increasing costs, opportunity cefcts, diminish- 
ing returns, and productivity. Nearly all introductory 
economics textbooks show simple production possibilities 
curves. * » * 

IS. Him: Great War describes the outbreak and progress ot 
•World War I, the role of the United States in it, and the 
impact war oh the American people. 'Black and 
.white, 52 min., McGraw-Hill) 
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19. Film: World War h A Documentary on the Role of the 
U.S.A. discus** the entry of the United State* into World 
War I, the U.S. part in the Allied victory, and Wilson's 
role in the peace conference. (Black and white, 28 nun.; 
Encyclopedia Britannka) 



20. Simulation: Peace: A Simulation of, War-Peace Issues 
During the Wilsonian Era. August 1914. War has erupted 
in Europe. Students enact the robs of angtoptiles, fran- 
cophiles, gennanophiles, idealists, -and realists. The 
players must research specific recommendations for Presi- 
dent Wilson's consideration, including logical arguments 
against each position. For the post-Armistice part of die 
simulation, students take role* as Wiboniaro, irrecon- 
cilables, loyalists, strong reservationists, and mild reserva- 
tionists. Students research their positions and then enact a 
senatorial debate on whether the United States should re- 



ject or accept the Versailles Treaty. (No. of players: 
25-35, time: 3 weeks; Interact) . 

21. Problem for analysis: Some historians argue that World 
War I destroyed the Progressive movement with an over- 
dose of patriotism and repression, and payed the way for 
the ascendance' of reactionary views during the 1920s. 
Other historians daim that World War I actually helped 
to fulfill many progr es siv e aspirations. Did domestic 
policies Airing World War I fulfill or kill the demands of 
the progressives? 

(a) What gains did labor, women, and the temperance 
movement make during and immediately following 
the war? 

(b) What losses did the Progressive movement suffer dur- - 
ing and immediately after the warl" 

(c) Was a stronger federal government a goal of the Pro- 
gressive movement? Explain your answer. 
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Topic 15 

The 1 920s and the Depression 

of the 1930s 



Economic Facte, Concepts, Mik*^ or Problems 

► The business.cycle 

► New industries— autos t movies, radio 

► Sick industries of the 1920s 

► Keyneslan theory 

► Monetarism • ^ » 



The 1920s have been characterized as "roaring/ 
"golden/ and "expansive." Were ttey? While World 
War I was in progress, the ^yernment gave little 
thought to postwar planning. (When 5 asked to address 
the Reconstruction Congress of American Industries in 
1918, Wilson replied: "You'may be sure that I would 
send a message • . . if Iknmwhatmess^tps^,but 
frankly I do not.") People simply wanted tb return, to 
"normalcy" as soon as pebble. Only two days after the 
° Armistice the War Industries Board started to remove 
price controls, and within a month about half the un- 
completed war Contracts were canceled. . Nevertheless, 
prosperity generally continued. Some unemployment 
resulted from^ the military demobilization md the 
reconversion of industry to peacetime production, but 
. the U.S. Treasury was spending mpre tHah it received (a 
factor that tends to stimulate the economy) in*1919, *™l 
building construction, and auto manufacturing —in- 
dustries whose output the war constricted— were now 
ready to ^take off." A short but sharp recession ensued 
in 1921, as government spending decreased (in fact, by 
the fourth quarter of 1919 an excess of receipts over ex- 
penditures had appeared), as consumers began to balk 
at the high retail prices, as construction declined 
(because of the lack of mortgage credit and high 
building costs), and as the Federal Reserve began to 
tighten credit. * * 
Recovery was rapid, however; There was-still a. 
great need for housing^hd commercial buildings, and, 
the rapidly growing auto industry engendered growth in 
road building- gasoline refining, tire output and in other 
related industries. 1 The chemical industry expanded in a 
spectacular fashion, and there was a boom in electrical 
equipment and radio. The industrial, production, index 



nearly doubled between 1921 and 1929; Nevertheless,, 
the prosperity of the 1920s was uneven. The boom in 
American agriculture ended when European farm out- 
put revived. Farm lapd prices had soared and farmers 
had gone heavily into debt. Thus, when prices of farm 
goods collapsed (the index erf farm prices, based on r 
1910-i%4 « 1<X>), thelro*^ 

farm foreclosures were high throughout the middle 
1920s. Cc£ton manufacturing, coalmining, the shoe and 
leather business, and shipbuilding were also in distress. 
In some areas there was high unemployment even in 
good years Whether tit not the decade of the 1920s was . 
an illusory golden/age, its history, is worth studying. If 
underlying conditions leading to the Gi^ t D^re««ti ' 
of the 1930s were present iii^the 1920s, ought ire to be 
on the alert for similar conditions during perib^s <rf 
prosperity in our own times? ' 

Students should realize that a recession or depres-" 
sion is hot simply someone else's problem. Those who 
.still have jobs or whose buane^ ^,s|^ opewtiro 
should not cbmpk<OTfc about a business ^ownturh.. 
,Hrst; one oug^itnot tbbe ujdiff^ttbw^ 
ing of :th«e, Whio'are .dir^ly.;^ Sk^kI/ 
depression may spread and el^tc^y-hit;^ 
pbdy littie affected * Third; . society as ^Whde;fe hurt 
because thecountry is not thw^pfpducing as^man^ 
goods-and service as ft cy , an<j; thus, th e pie we^all^ 
4uu*becoi^ 

we are producing and what we.could be producing, the 
nationis failing taljveVp to ifs|»tCTtial.^wwe fail 
to live up t o our production potential, we are less abte 
to t6peivith;such concerns as clonic poverty, slums, 
and pollution; . * , ^ 



1. Millions of jobs wefe directly or indirectly created by the 
- automobile, and many economic historians assert that the new 
industries and wealth generated by the automobile stimulated 
the entire'economy. » ? 



2. Qu£STioN:.Wh3tj8 the dKferenc* between a repesslon and de- 
pression? 

ANSWER*; ; When my neighbor is out of work, that's a recession. 
When fm put pf w6rk it's a depression I 
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The factors that can cause business to expand or 
contract should be examined in detail. The weather was 
once considered to be an important determinant, and 
this is still a factor in agricultural nations and even in 
the farm areas of industrial nations. It is probably a 
very minor element in the American business cycle of 
recent times, however. Discoveries can have a large im- 
pact on the economy, as illustrated by the finding of 
gold in 1848; so can industries based on the develop- 
ment of important innovations such as the steam 
locomotive, the steamship, and the automobile. (A 
practical student project would be to examine the new 
industries of today, attempt to ascertain their potential 
importance to the economy, and determine whether or 
not they will present major sources of good jobs or 
careeropportunities:) 

"Some feel that underconsumption can be an impor- 
tant cause of declines in business activity (as has been 
claimed in the case of the Great Depression). The under- 
consumptionists' argument is that purchasing power is 
top thinly spread and therefore a significant portion of 
the population cannot buy a commehsurately large 
enough share of the goods and services being produced. 
This condition leads to a fall in economic output. 

An ^almost opposite argument blames overproduc- 
tion. Industry is said to overestimate the demand for its 
products, invest too much in new plants and equipment 
and produce more than it can sell. Factories are there- 
fore forced to lay off workers, cancel orders for raw 
materials, and so on. - ^ 

Bank credit is also seen as playing an important 
role in business downturns. Businesses borrow from 
banks to expand their operations, and money is thereby 
pumped into the economy. (Remember that bank credit 
makes up a majprportioh of the total U.S. money sup- 
ply.) Eventu^Uy, however, the expansion of bank credit 
stops,, for there is a limit to the amount that banks can 
lend: Thus, there is a shortage of funds for business use, 
interest rates rise, some new business projects that have 
been started must be abandoned, spending °of all types 
tends to fall, and workersjbegih to lose their jobs. Un- 
wise monetary policy by the Federal Reserve also has 
been blamed for economic slowdowns on the grounds 
that top sluggish a growth in the money supply will 
haxfi^rff^t5{that-bring:oh = Sr business decline. 5 

c In studying possible causes of the business, cycle, 
students might relate the subject to their pwhinterests 
by giving thought to" the occupations they might enter 
or businesses they may intend to start in the future. J\xe 

o they planning careers in fields relatively untouched by 



3. We have greatly simplified these theories of business cycle 
"causation. Teachers should consult a standard textbook on 
the principles of economicsror, better still, a basic text pn 
business cycles. 



business ups and downs, or are they thinking of fields 
that may enjoy great prosperity ^during boom periods 
but can be hit during a recessioni^For example, a stu- 
dent thinking of a career in the construction industry 
might want to examine the "building c^cle.") 

The various phases (trough, expansion, peak, 
recession, trough) of a "typical" business cycle can be ex- 
amined, paying particular attention to the possible 
causes behind each phase. (For instance, is overcon- 
fidence on the part of business managers during the 
prosperity phase a factor in causing them to produce 
more than they can, sell and, if so, does this lead to the 
laying off of workers that may push the economy into a 
recession?) The effects on different sectors of the^ 
economy, workers in different industries, and the public 
in general should be analyzed. 

Bright students can examine sortie of the more;so- 
phisticated theories and principles related to economic 
activity. The followers of John Maynard Keynes (the 
economist whose ideas —generally called Keynesia n is m 
- dominated the field from the 1930s on) have tended to 
stress the stimulation of demand— through actions by 
the federal government— to prevent or cure a recession 
or depression. The monetarism of Milton Friedman, on 
the other hand, stresses steady growth of-ttj economy, 
which it claims would occur by allowing the money sup- 
ply to increase at a constant rate of between 3 and 5 per- 
cent a year and by discouraging government interfer- 
ence with the market. Supply side economics advocates 
policies to stimulate production/ especially tax reduc- 
tions that would encourage business to invest moje in 
productive facilities and individuals to work harder or 
longer. A more recent theory known as rational expec- 
tations asserts that people have learned to anticipate ac- 
- tions that the national administration and the Federal 
Reserve take to counteract recessionary or inflationary 
conditions. People will therefore behave so as to coun- 
teract these moves, thus weakening the government's 
ability to counteract economic cycles. Of course, all of 
these theories are more complex than thfese simple de- 
scriptions suggest. Additional details can be found in re- 
' cent standard textbooks. 4 

The Great Depression of the 1930s is an instructive 
period for students to study because just about all the 
things that can go wrong with an economy did go 
wrong at' that time. Among the causes that should be ex- 
amined are excess industrial capacity, the saturation of 



4. Also see&David G. Raboy, ed. t Essays in Supply Side Eco- 
nomics* (Washington, D.C.^The Instituted Researctfon the 
c . Economics of Taxation, 1982) and G. Thomas Say and Paul E. 
• Masters, Jr., eds., Supply-Side Economics Pro and Con 
(Carrollton, Ga.: West Georgia College; 1982). For a simple ex* 
planation of rational expectations, see Rational Expecta- 
tions— Fresh Ideas That Challenge Some Established Views of 
Policy Making (Minneapolis: Federal Reserve Bank of Minne- 
apolis, 1977). ' 
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the market for new consumer durables, the decline in 
residential construction after 1926, extremely high in- 
debtedness (in the form of mortgage credit^ consumer 
credit and borrowing for stock purchases)/ the stock 
market crash of 1929, a reduction in the money supply, 



declining prices, high tariff s^that acted to reduce U.S. 
imports and thus damage the rest of the world, and 
drought in theiarm areas. Proposals for controlling the 
business cycle can be discussed at this point of* can be 
taken up in the next topic. 



DISCUSSION QUESTIONS 

" .Economic concepts, ideas, etc., that misht be brought up in answering the questions are printed in heavy 
type (boldface). 



1. The American people, were eager to "return to normalcy* 
as soon as World War I ended. How did this help create 
some economic problems? 

Reallocation of resources; economic demobilization; 
reconversion of industry; cancellation of war contracts; 
inflationary pressures; pent-up demand; unemployment. 

2. A short but sharp recession occurred in the United States 
in 1921. Why? Why did the economy in general recover 
very rapidly? * 
Business cycle; growth of industries; deferred consumer 
purchases; 

i 

3. Explain how new enterprises, such as auto manufacturing, 
road construction, new building, radio, and the movies, 
helped to create new jobs during the "Golden Twenties." 
Interdependence; investment; circular flow of income^ 
specialization; profit motive. 

4. Although the years after World War I were called "the 
prosperous twenties," coal mining, textiles, the railroads, 
and farming were becoming;"sick industries " Discuss the 
reasons why each was in trouble. 

Depressed areas; innovation; new power sources; foreign 
competition; shifts in consumer demand; overexpansion; 
overproduction; farm surpluses. 

B. What is business cycle? Describe the phases of the cycle. 
What phase of the cycle do we seem to be in at the 
moment? \ * 

6. Give at least four possible explanations for the business 
cycle. Which seem to describe the causes of the following 
depressions: 1837, 1873, 1&3, 1921? 
Business cycle theories; speculation; overexpansion; 
money and banking policies. 

"a 

7". Describe four or more suggested ways of controlling 
business cycles. Which do you consider most effective? 
Why? 

. Fiscal policy; monetary policy; built-in stabilizers; public 
works; multiplier and accelerator; government's role. 

8. Was the stock nwket crash of 1929 a cause or a symptom 
of thei Great Depression? Explain your answer* 
Securities market; business cycle; investment. 

9. A recession is* everyone's problem because it eventually 



hits each one of us. Is this true or false? Explain your 
answer. 

10. Economists have attributed business cycles to many fac- 
tors. Explain how each of the following can influence the 
expansion or contraction of a nation's volume of business: 
(a) weather conditions; (b) discoveries and inventions; 
(c) undercorwuinption; (d) overproduction; (e) popular 
psychology;, (0 monetary and fiscal policies. 

11. In choosing your own life's work or profession, why is it 
essential that you study "cyclical trends" in your line of 
work? 

Impact of business cycle on various industries; supply and 
demand. 

12. Discuss the basic causes of the Great Depression. 
Overexpansion; overproduction;: underconsumption; 
money, banking, and credit; stock market peculation; 
land values; decline in foreign trade; economic effects of 
war. 

13. "A little deflation (or recession) at the right time is a good 
thing " Do you agree? Why, or why not? How-can 
monetary and fiscal policies help cause deflation? 

14. Many economists believe that the business cycle can be 
controlled. . 0 

(a) How do socialists propose to eliminate the ups and 
downs of business? 

Planned economy; government ownership and con- 
trol 

(b) How do the advocates of free enterprise expect to 
master the business cycle? 

Monetary policy; fiscal policy; built-in stabilizers; 
5 operation of the free market. 

(c) How would you like to see the cycle mastered? Ex- 
plain. 

15. What are the core ideas of each of the following ap- 
proaches to economics? - 

(a) The Keynesian approach. 

(b) The monetarist approach. 

(c) The supply side approach. 

(d) The rational expectations approach. 
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ACTIVITIES 



1. Graph: Draw a graph indicating changes in the following 
between 1929 and 1933: 

** Unemployment Gross National Product 

Foreign trade Bank failures 

Profits 

</ 

2. Panel: Conduct a panel discussion on the causes of the 
Great Depression. Let the students assume the roles and 
present the views of each of the following: a farmer, an, in* 

- vestor, an economist, a labor leader, a banker, a 
psychologist. Ask the panel moderator to list the causes o 
the Great Depression on the chalkboard after the presenta- 
tion of each panelist's argument. 

3.. Table: Construct a table comparing the causes and results 
pf the Depressions of 1837, 1873, 189$ 1907, and 1929. 

4. Book reports: Ask the students to write a report on a book 
about the depression of the 1930s. The following are 
recommended: 

John-Kenneth Galbraith, The Great Crash: 1929 
Frederick Lewis Allen, The Big Change, Chap. 10 
Dixon Wecter, Age of the Great Depression 

5. Time line: Make a time line of Ten Years of Republican 
Rule, 1922-1932." Include the administrations of the 
presidents, major events, and major legislation. 

0 

6. Oral reports: Ask the students to do library research and 
present, reports on the following topics: 

* Theories of the business cycle 
The post-World War I farmproblem % 
The AFL from 1881. to 1931 
Harding and the return to "normalcy" 
"Keep Cool with Coolidge" 

7. Debate: Resolved: That the United States adopt a policy 
of unrestricted immigration. 

Resolved: That the United States adopt a policy 
of unrestricted free trade. 

8. Speaker: If your school is in an agricultural area, invite 
the county agent, Farm Bureau, representative, or officer 
of the local Grange to present a brief survey of the history 
of agriculture in the county. Plan for the visit, and present 
the speaker with guidelines for the occasion* 

9. Newspaper clippings: While you are dealing with the farm 
problem, reserve a part of the bulletin board for current 
newspaper clippings dealing with the subject. A current 
trend or problem -or-an achievement —usually serves as 
an excellent springboard to the topic. 

10. Filmstrip: Show selected reels of The 1920s, a series of col- 
or filmstrips in the American Decades Series that surveys 
political and economic patterns, science and technology, 
the struggle for human rights, and cultural developments 
fqr the period under study. 



11. Filmstrip: Show Folksongs oflhe Great Depression to cre- 
ate the mood and to highlight the problems of the era 
(Two color filmstrips, two LP records, teachers guide.; 
Warren Schloat Productions) 

12. Records: Play the Folkways/Scholastic record "Songs of 
the Great Depression." Ask the students to identify the 
economic problems touched on in the songs. Another ap? 
proach would be to play "Hard Times: The Story of the 
Depression in the Voices of Those Who lived It" (Caed- 
mon) 

13. Filmstrip: Show The Great Depression to teach the* facts 
and. the flavor of this period in American history (Two 
color filmstrips, one LP record; Multi-Media Pro- 
ductions) 

14. Game: Play Tank/ a simulation of the prosperity pf the 
1920s and the depression of the 1930s and the problems 
and pressure groups involved. (Grade level 7-12; playing 
time: 23 hours; no. of players: 25-36; Interact) 

15. Filmstrips: The follovying filmstrips explain various 
aspects of the economics of depression: 

Business Cycles and fiscaFPoliqj (Young America) 
- Prosperity and Depression (SVE) 

16. Rim: Show 29 Boom and 30 Bust to teach the causes of 
the Great Depression and its immediate effects through 
newsreel clips. Him also develops a rationale for con- 
tracyclical policies. (15 min.; McGraw-Hill) 

17. Film: The United States in the Twentieth Century: 
1920-1933 uses mainly newsreel clips to review the 
Republican era and- the start of the Great Depression. 
(I8V2 min.; Coronet) 

18. Filmstrip: Show Controlling the Business Cycle to describe 
a typical business cycle; Accelerator and multiplier 
analysis are introduced tq-explain cumulative movements. 
There is a discussion of built-in stabilizers and con- 
tracyclicaT fiscal policy. (McGraw-Hill) 

19. Oral history: Play Hard Times: the Story of the Depres- 
sion in the Voices of Those Who Lived It." Theseare trie 
tapes on which Studs Terkel based his Hook Hard Times. 
(Two cassettes; Caedmori Social Studies School Service) 

20. Filmstrip: -The Reckless Years: 1919-1929 describes the 
political, economic, and social events of the decade. (Two 
filmstrips, color,, two cassettes, guide; Guidance Associ- 
ate) '€& 

4 

21. Filmstrip: The Great Depression: A Chrohicle^pf.tKe Lean 
Years (1982). Part I covers 1929-36. It depicts;the stock x 
market crash, the Hoover periods, and the New Deal. Part ' 
II shows the opposition to the New Deal and America's 
move toward involvement in World War II. (Two color 
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f ilmstrips, two cassettes, spirit master, guide; Educational 
Enrichment Materials) 

22. Film: The Depression Years (1975) provides documentary 
footage of the depression years. It shows the human and 
economic plight of the nation. The film looks at the pro- 
grams put into effect to combat the depression and ends 
with a discussion of what could be done to prevent 
another depression. (Color, 24 min.; Rims Incorporated) 

23. Film: Dust Bowl depicts the economic and human havoc 
created by the great drought of the 1930s in Texas, Kan- 
sas, Oklahoma, and New Mexico. (Black and White, 15 
min.; McGraw-Hill) 

24. Problem for analysis: In his Memoirs, Herbert Hoover 
said: 

In the large sense the primary cause of the Great Depression was 
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the war of 1914-1918. Without the war there would have been no 
depression of such dimensions. . . . We had a normal recession 
due to domestic causes beginning with the stock market slump in 
October 1929, but we were on the way out of it when the Euro- 
pean difficulties rose to hurricane force, and struck us in April 
1931. 

Governor Franklin D. Roosevelt of New York, on. the 
other hand, blamed the depression on the misguided 
policies of the Republican administrations during the 
1920s rather than primarily on overseas developments. To 
what extent were the causes of the Great Depression 
domestic in origin? International in origin? 

(a) Did "misguided policies" of Harding, Coolidge, and 
Hoover help to bring on the depression? 

(b) How did World War I and its aftermath contribute to 
the Great Depression? 

(c) Are depressions "simply a perfectly normal function- 
ing of the business cycler 
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Topic 16 

The Maw Deal 



— :T 



Economic Foots, Concepts, Principles, or Problems 

► Controlling the business cycle 

► Fiscal and monetary policies 

► Automatic stabilizers 

► Social Security 

► SEC 

► Wagner Act 

► NRA 

► Child labor laws 

► FDIC 

► New Deal and labor % 

► New Deal and the farmer 



In 1°933 the. comedian Will Rogers remarked that if 
Franklin Roosevelt burned down the White House the 
people would cheer him because "at least he got a fire 
started/' Almost any kind of action seemed to be 
preferable to, none, for indeed the situation had become 
k desperate. In 1932 business was producing only half 
what it had been in 1929. Auto production was only 
one-f qurth of its 1929 leysel, exports had fallen from $5.2 
billion to only $1.6!billibn, banks were failing by the 
thousands (more than 9,000 bank suspensions, that is, 
bank failures, occurred from 1929 through 1933),. and 
depression had become a worldwide phenomenon* 
Hungry mobs smashed store windows to steal food, the 
army was called out to disperse unemployed war 
veterans' who had marched to Washington to demand 
help (in the summer of 1932), and armed farmers were 
banding together to save their farms from foreclosure* 
Hoover had done more to cope with the depression 
than is generally realized, but in the face of nearly 13 
million unemployed workers (about 25 percent of the 
labor^orce), thousands of business failures arid a stock 
market collapse, his efforts appeared to be too feeble. 
School children sometimes fainted from jtiunger, 20 per- 
cent of the pupils in New York City schools were found 
to be suffering from malnutrition, and one school found 
that 99 percent of its children were underweight. The 
notion that problems of this magnitude could be han- 
dled by private charities and local , governments was 
untenable— indeed, even state governments were run- 
ning out of funds, and teachers and other state 
employees worked without pay for months at a time*, 

It is not ai\ exaggeration to/say that one could teach 
an entire basic economics course with the New Deal as 
its focus, for most of the major analytical tools and 



principles of economics can be brought to bear in a 
study and analysis of the policies of the Roosevelt ad- 
ministration, Furthermore, the dramatic way in which 

- FDR approached problems (such as the closing of all 
banks in the nation <gn the very day of His inauguration) 
makes the subject extremely interesting; 1 

The opportunities for including economics; in a 
study of the New Deal period are so great that it is not 
even possible to list all of them in the space available 
here. Money and banking are very important because of 
the large number of bank failures -4,000 in 1933 alone, 
5,096 in the previous three years -establishment of the 
Federal Deposit Insurance Corporation, passage of 
emergency banking legislation; devaluation of the 
dollar, abandonment of the gold standard, % added 
powers given to the Federal Reserve, and the way 
monetary policy was employed from 1930 to 1933. 
(Tantalizing question: The Federal Reserve had been in 
existence for two decades. Why didn't the Fed prevent 
the depression, and why was the Fed unable to end the 

V| depression?") , 
Rscal policy took on great importance. Most 
economists agree that government can stimulate a lag- 
ging economy by reducing taxes enough and increasing 
its own spending enough to incur a budget deficit. 

< Those who believe that fiscal policy should be a major 
weapon in controlling the business cycle assert that it is 



1. Actually, many banks; had already been closed by the actions 
of state governments In order to prevent withdrawals of depos- 
its thatwere. threatening even very sound banks with coiiipee 
as a result of the general panic. For details see Susan E. Ken- 
nedy, Th* Banking Crisis of 1933 (Lexington: The University 
Press of Kentucky, 1973). 
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qtiite proper for the government to run a deficit \vhen*a 
nfcession or depression exists, and to run a surplus 
(spending less than it receives in taxes) when inflation is 
the problem. The idea is to pump money into the 
economy in bad times and to take money out of the 
spending stream during periods of full employment and 
rising prices. Thus a budget deficit is not seen as being 
bad per se-it all depends on the conditions under 
which a deficit occurs., 

Running deficits means increased government. bor- 
rowing and thus a rise in the national debt. People are 
often concerned about the size of the debt, but 
economists insist that it be placed in perspective. How 
large is the national debt per capita (i.e., the total debt 
of the federal government divided by total population)? 
How large is it in relation to the Gross National Prod- 
uct? For example, the federal debt in the early 1980s was 
more than $1 trillion. In 1946 the debt was about $260 
billion, a much smaller figure-in absolute terms. Yet, the 
1946 debt was about 129 percent of GNP -that is, the 
debt was larger than a year's worth of production. By 
early 1983, however, the GNP was more than $3 
trillion.* Accordingly, the 1983 debt of more than $1 
trillion was relatively much lower than in 1946 -about 
42 percent of GNP. 

When annual deficits occur, they should be related 
to current conditions. The $110.7 billion deficit of the 
Reagan administration in 1982>was about 4 percent <?f 
% that year's GNP -a large figure in peacetime. (The 1983 
deficit, as this guide went to press, was estimated, at 
about $200. billion, equivalent to about 6 percent of the 
GNP.) The $110:7 billion was double the4943 deficit in- 
curred under Franklin Roosevelt's administration in 
1943, but the 1943 deficit was' about 29 percent of that 
year's GNP., The financing of World War II accounted 
for this swollen percentage. 

Some try to compare the public debt with private 
debt, arguing that it is foolish for a family to "spend 
beyond its means" and that it is similarly foolish for the* 
national government to do so. They fail to realize, 
however, that government can do things that a family 
cannot. It can levy additional taxes, for example, and it 
can refund (renew) the debt indefinitely simply by issu- 
ing new bonds as old ones mature. Furthermore, it must 
be understood that the debt is largely internal/for htost 
federal securities .are held by Americans, not by 
foreigners. Therefore, taking the nation as a wli6le,-we 
in .effect owe the debt to ourselves. This is net to say 
that a high public debt should never be of concern, but 
simply that casual evaluations and snap judgments must 
be avoided. 

The Roosevelt administration justified its deficits 
by citing the need for government spending in order to 
bring us out of the depression and, of course, because of 
the high cost of World War II. In recent years, however, 



government deficits have become much more con- 
troversial. Many fear that government borrowing 
"crowds out" private borrowers^ making it more dif- 
ficult for individuals and businesses, to obtain loans. 2 
It is also charged that when government's demand for 
loanable funds is great, that helps raise interest rates 
higher than they would be otherwise. High interest rates 
make it hard for people to buy homes, raise the cost of 
doing business, and increase the interest government 
must pay on its debt.. (The annual interest on the federal 
debt for 1983 was expected to be about $135 billion, or 
in the neighborhood of 15 percent of all Budget 
outlays.) In addition, "excessive" government spending 
made possible by borrowing is sometimes cited as one of 
the causes of inflation. 

FDR's various actions to bring down unemploy- 
ment can be assessed, with emphasis on whether similar 
moves might be taken today to deal with the problem of 
high unemployment among youths and minority 

' groups. Are direct employment programs such as the 
building \of roads, dams, and post offices, or conserva- 
tion ivorkon forests, waterways, etc., preferable to in- 
direct measures such as tax reductions, "easy money" 
policies by the Federal Reserve, and special lending to 
private enterprises such as the.Reconstruction Finance 
Corporation provided in the Hoover and Roosevelt ad- 
ministrations? It might be interesting to compare certain 

^ policies of the New Deal -those policies called "discre- 
tionary" 3 — with policies recent administrations have 
taken during recessions they have confronted. President 
Reagan's actions in ,1981-82 would be especially in- 
teresting to examine. 

In^addition to the monetary and fiscal policy in-, 
struments that help .control the business cycle, 
automatic (br^uflt-in") stabilizers also affect the cycle. 
The unemployment insurance system, created during 
New Deal days, is one such stabilizer. Unlike discre- 
tionary policies, built-in stabilizers automatically work 
to counter cyclical trends. During good times/ employ- 
ers on netbalance pay taxes into the unemployment in- 
surance fund. Qf course, that is a time when they art 
best able to pay the taxes. Then, when a recession ap- 
pears and workers lose their jobs, a flow of money ibes 
out into the spending stream in the form of unemploy- 
ment insurance payments. This not 1 only aids the 



2. In 1983 the federal government's share of all borrowing in the 
United States was in excess of 40 percent. Ten years earlier; in 
1973, this share was only 12 percent. 

3. Discretionary policies require a specific decision, for example, 
whether to increase or decrease government spending or tax- 
ation, whether the Federal Reserve should change its current 
policy in respect to the money supply, etc. Decisions of this 
kind can be difficult to make because there may be disagree- 
ments on the magnitude of the problem, just what action to 
tafce, how strong the action should be, when to make the move, 
and so on.^ 
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unemployed workers, but helps to stimulate, the 
economy. Another stabilizer is the progressive income % 
tax, for its rates are so set that when people's incomes 
rise— which usually happens during good times -those 
incomes aresubject to higher rates, a help to the preven- 
tion or control of inflation; this tax mechanism acts in 
the opposite fashion when incomes tend to fall during < 
bad times (a help to promoting an increase in economic 
activity). 

' The New Deal also brought a 'great change in the 
federal government's position iij respect to organized 
labor. Previously, government had tended to remain 
neutral or to favor management in labor disputes, but 
now unions were giveh positive encouragement, in par- 
ticular through the National Labor Relations Act, com- 
monly called the Wagner Act. The Social Security Act. 
. and the Fair Labor Standards Act - the latter introduced 
the minimum wage- were also key pieces of legislation. 
All three acts have undergone substantial revision since, 
and everyone should understand their present provi- 
sions. Many value questions can be discussed about 
these laws including the soundness of the funding for 



social security, whether there ought to be any altera- 
tions in the minimum wage legislation, whether subse- « 
quent amendments to the National Labor Relations Act 
have been wise, etc x 

Other New Deal actions relating to issues of impor- 
tance today are those involving aid to the farmer, con- 
trol of the securities markets, consumer protection, . 
reduction of tariffs, public housing and slum clearance, 
conservation, merchant marine subsidies, and welfare 
programs. 

Did Roosevelt 'lead us down the road to socialism," 
as has been charged, or was he the "savior of the 
capitalist system," as has also been asserted? Discussion 
along these lines about the New Deal poses the whole set 
of perplexities concerning the proper role of government 
in the economy. Moreover, raising such broad and fun- 
damental issues helps stuc^hts to become aware that 
economic analysis does not consist of sterile exercises in 
logic; it provides a set of tools that helps, to answer some 
of ihe most important questions thatiace a society.. - 



DISCUSSION QUESTIONS 

* Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in hwvy 
type (boldface). / ^ 



1. How did Franklin D. Roosevelt's approach to the prob- 
lems of the depression differ from President Hoover's? 

(a) Why was Franklin Roosevelt more successful than 
Herbert Hoover in coping with the problems of the 
depression? » 

(b) Although hoover, opposed federal relief for the 
^uneirtployed, he did make other efforts to cope with 

the depression. Why did he fail? 
Old vs/new^ theories of the business cycle; govern- 
ment's role; countercyclical measures. 

2. Fifty years ago youth unemployment was as serious a prob- 
. lem as it is today. 

• (a) How did Franklin Roosevelt handler 'Jic problem of 
unemployed youth? 

Civilian Conservation Corps; National Youth Ad- 
ministration. 

(b) Would similar measures help solve the problem of 
youth unemployment today? Explain. 

3. Franklin D. Roosevelt faced grave economic problems on 
March 4, 1933. 

(a) Discuss at least three major economic problems that 
faced the* new president. 

.'Unemployment; bank failures; business failures; farm 
foreclosures. 



(b) Discuss the immediate and ultimate purposes of the 
National Recovery Act of 1933. To what extent was it 
a success or failure? Explain your answer. 

4. Why did more than 4,000 banks fail in 1933? 

(a) What problems faced : the banking system when 
Franklin D. Roosevelt was inaugurated? 

(b) Why was the Federal Reserve System "unable to pre- 
sent the failures? 

State banks not required to be members of FRS; Fed 
had less power then. 

(c) What action did Roosevelt take to deal with the bank- 
ing crisis? s 

Bank holiday; new legislation, including FDIC. 

(d) How did the bank legislation of the New Deal re- 
establish confidence in the banking system? 

5. Historians speak of Roosevelt's three Rs- Relief, Re- 
covery, and Reform. Describe at least one New Deab 
measure designed to -accomplish the purpose implied in 
each of the three Rs. 

0 

6. What is meant by fiscal policy? 

ii 

(a) -What is its purpose? r 

Business cycle; inflation and/deflation; deficit financ- 
ing; accelerator and multiplier. 
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(b) Explain the role of each of the following, in fiscal 
policy: (1) deficit financing; (2) built-in stabilizers; (3) 
progressive taxes. 

7. Was the New Deal truly revolutionary in its effect? De- 
fend your answer. * 

8. In the presidential campaign of 1932, Franklin D. Roose- 
velt pledged more economy in government; "a saving of 
not less than 25 percent" and "a federal budget annually 
balanced." 

(a) Why did Franklin Roosevelt abandon these prom- 
ises after he was in office? 

Relief and recovery measures; fiscal policy. 

(b) When is an unbalanced federal budget considered 
good countercyclical policy? 

Keynesian policy; demand side economics; multiplier; 
accelerator. 

9. Explain the meaning of the national debt. 

(a) Why are economists more interested in the size of the 
debt per capita than in its absolute size? 

(b) In the , early 1980s, the national debt was over $1 
trillion while in 1946 it was $260 bilBon-yet 
economists in the early 1980s called the debt less of a 
burden. Explain why. 

Debt as 3 percentage of GNF, per capita debt; ab- 
solute debt. , 

(c) Why do economists usually say that the national debt 
should not be compared with the debt of a family or 
Individual? 

10. Discuss the "cushions" created by the New Deal to soften 
the impact of future depressions. In your opinion, which 
have been the most effective? Why? 

Built-in stabilizers; monetary and fiscal policies. 

11. How did the status of labor unions differ beforehand after 
the New Deal? 

(a) Explain how employers resisted unionization before 
the New Deal, 

Injunctions; open shop; company unions; blacklist; 
yellow-dog contract. 

(b) How did the National Industrial Recovery Act and the 
Wagner Act (National Labor Relations Act) help to in- 
crease union membership? 

Collective bargaining; bargaining agent; fair labor 
practices. 

(c) How does the current administration's.policy toward 
unions compare with that of Franklin Roosevelt's New 
Deal? 

12. During various periods of the twentieth century, farmers 
have been less prosperous than other entrepreneurs. 

(a) Why did farmers f ace hard times after both Wo rld . 
War I and World War 11? 



Supply and demand; elasticity of demand; farm costs 
and output; farm debt; loss: of foreign markets after 
wars; middleman's costs; foreign competition; 
surpluses. 

o & * 

(b) Describe at least two policies of* the federal govern* 

ment that have been adopted since 1900 for the pur- 
pose of raising the level of farm income. - 

Parity; price supports; soil bank. 7 

* • 

(c) Why do the problems of farming differ from those of 
other businesses,, such as manufacturing? 

Pure competition vs. administered markets; inelastic 
* demand; difficulties in controlling output (uncertain- 
ties in the weather/ for example). * 

u 

13. The farm.prbblem is basically a problem* of price dipar* 
ities." Explain this; 

(a) Why are industrial prices often relatively higher than, 
farm prices? 

(b) During the Great Depression the prices of farm tools * 
and equipment dropped by only 6 percent, while the 
prices fanners were receiving for their output dropped 
by 63 percent. How dp you explain this? What effect / 
did it have on farmers? . '* 
Pure competition vs. administered markets; supply ' 
and demand; real income. , / 

(c) What is meant by "parity payments" and how are they 
used to help fanners? / 

14. Explain by citing specific examples of his policies why 
Franklin Roosevelt is said to deserve an honored place in 
the Environmental Hall of Fame. 7 
Conservation; Tennessee Valley Authority; CMlian Con- 
servation Corps; Soil Conservation Act; Soil Conferva; 
tion Service. 0 \ 

15. Explain why Roosevelt was considered to be a pioneer in 
the consumer movement. ^ 4 
Food, Drug and Cosmetics AcTof, 1938; Federal Trade 

Commission and advertising* / » 

, f 

16. The Tennessee Valley Authority was an example of 
regional planning. x 

(a) Why was the TVA different- from other depression 
programs? 

Social experiment; long-range regional planning. - 

(b) Describe in some detail the purposes, methods, and 
accomplishments of the TVA. 

Regional economic development; governments role; 
aid to depressed areas; rural electrification; navigation 
and flood control; recreation. 

17. If there had been ho New Deal, would "natural Jovces" 
have brought about a recovery! of the U;St f\ohomy 
before World War II? Give reasons for your opinion. 
Business cycle .theories; free market vs. government in- 
tervention. * * 



IS. Did reform measures like the Securities and Exchange Act 
hasten or retard recovery? Explain your answer* 
Government and business; securities market; business 
psychology. 

19. Explain how the New Deal attempted to aid: (a) 'bank* 
depositors; (b) buyers of securities; (c) the railroads; (d) 
the unemployed; (e) consumers; (f). youth. 

FDIC; SEC; Motor Carriers Act; unemployment ir* 
surance; Food, Drug and Cosmetics Act; Civilian Conser- 
vation Corps; National Youth Administration. 

20. What are public utilities? How do they differ from other 
businesses? . 



Natural monopoly; business costs and output; elasticity of 
demand. 4 

c 

(a) Why do states regulate the rates and services of public 
utilities? 

(b) What problems do we encounter in regulating public 
utilities? 

Determining cost of output; concept of 'reasonable 1 ' 
profit; consumer representation, 

t 

(c) Why did the federal government enact legislation to 
regulate interstate public utility holding companies? 
Pyramiding of holding companies; monopoly prices; 

■ inelastic demand. 



ACTIVITIES 
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Economic concepts, ideas, etc., that might be brought up in answering thequestions are printed in hovy 
type (boldface). 



1. Class discussions: Class discussions may be held on top- 
ics such as the following: 

Did the New Deal preserve capitalism in the United 
States? 

Should industrial wages be guaranteed? 
Should the government intervene in labor-manage- 
ment disputes? ° 
Should unions be incorporated and closely regulated 
' by the government? ' 

2: Debate: Resolved: That the National Industrial Recovery 
Act of 1933 was an experiment in state socialism and un- 
wise.* 



3. Resource person: Ask someone whose recollections go 
back that far to present a personal view of the depression, 
FDR's recovery efforts, and an estimate of Franklin D. 
Roosevelt's place in history. 

4. Community survey: Make a survey of the major unions in 
your community. How many are organized on a craft 
basis? On an industrial basis? Are all of them affiliated 
with the AFL-CIO? 

5. Oral reports; Ask students to do library research and 
report on the following topics: 

New Deal Banking Reforms 

Work Relief under the WPA 

The TVA-An Experiment in Regional Planning 

New Deal Fann legislation 

The Good Neighbor.PoIicy 

The Social Security Act ^ 

The New Deal and the Home Owner 

New Deal Labor Legislation 

John L Lewis and the GO 

9 

6. Investigation: If there is a strike in progress in your com- 
munity, investigate the issues involved and the attitude of 



the public, and decide how you would resolve the matttr. 
- Report to the class and invite discussion. 

7; Panel dtscusskm: Organize a panel discussion on the firm 
problem during the 1930* Let die discussants represent a 
city worker, a housewife, a railroad executive, a banker, 
and a manufacturer. Questions for discussion: Why is 
each vitally interested in prosperous American farms? 
Why is the federal government gravely concerned about 
the farm problem? What can it do? 

S. Agricultural Hal of Fame: Organize a committee to select 
several heroes for an Agricultural Hall of Fame. Commit- 
tee members should speak on behalf of their candidates. 
After a general discussion, the class can decide which five 
should be honored. 

9. Graphs: Draw graphs to show: 

(a) the fall and rise of GNP between 1929 and 1939 

(b) the rise of the national debt between 1929 and 1939 
(c> the decline and increase in farm income between 1929 

awdl939 

a (d) the decline and rise in the value of exports and imports 
between 1929 and 1939 



Public utilities are often considered to be "natural monopolies" 
because competition in those industries would be wasteful. 
Public utilities are characterized by very high fixed costs— that 
is, they must make huge investments in plant and equipment. To 
duplicate expensive capital equipment that is not necessary to 
provide adequate service to the.pubiic would be an economic 
waste and might even increase unit costs and prices. 

The demand for trie output of public utilities is often 
relatively inelastic, the product is a necessity (as in the case of 
electric power), and if the price rose by 20 percent the amount 
sold would drop by less than 20 percent. Thus, public utilities are 
usually legal moriopoties. with price and service being regulated 
to protect consumers from the exploitation that an unregulated 
monopoly might impose. 
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10. Time line: Draw a time line to indicate the year iiv which 
specific major New Deal legislation was passed. Does your 
time line indicate that there was a First and Second New 
Deal as some historians claim? Explain your answer. 

11. Essay: Write a short essay to answer the following ques- 
tion: If you were President of the United States, what 
measures would you adopt to sustain prosperity or to 
hasten recovery during a recession? 

* 

12. Filmstrip: Show selected reels of The 1930s (American 
Decades Series), which survey political and economic pat- 
terns, science and technology; the struggle for human 
rights, and cultural developments for the v period under 
study. (Color, sound; International Film Bureau). 

13. Game: Play "International Trade." This game emphasizes 
the importance of international trade in the world 
economy by permitting the participants to play the roles 
of competitive importers, exporters, traders, and bankers. 
(Gracie level: 7rl2; playing time: ,2-5 hours; no; of" 
players: minimum of 6; Science Research Associates) 



14. Filmstrip: Show The New Deal, to make the events of the 
era of Franklin D. Roosevelt come alive. (Two color 
filmstrips; one LP record; Multi-Media Productions) 

15. Speaker: Invite a speaker from thelocal Social. Security 
office to address the class on some current aspect of Social 
Security. 

16. Graph: Ask the students to draw a line graph indicating 
the increase in the minimum wage rate from 1938 to the 
present. 

17. Records: Play Talking Union" and "American Industrial 



18. 



-Ballads" to create interest^ in the drive to organize, the 
unorganized workers in the 1930s. (Folkways) 

Film: The United States in the twentieth Century: 
1932-1940 reviews the New Deal era with emphasis on 
major legislation. Uses newsreel dips. (21 min.; Coronet) 



19. Rim: Show New Deal The film analyzes the problems of 
the Depression and the government s role in the economy! 
(25 mn.rMcGraw-Hill) 

20. Primary source: Students who have access to magazine 
„ files may wish to report on "An Audit of the New Deal's 

First Month: What Was Promised, What Was Offered, 
What Was Done* Speeded Up Economic Program. 
Roosevelt's Efforts to Carry Out His Own and His party's 
Pledges Reviewed in Detail," Newsweek, April 8, 1933. 
Th<: article sheds light on the early days of the New Deal. 
The students may also compare that contemporary ac- 
count with what their textbook says. 

21; Problem for analysis: Pi^dent Franklin D. Roosevelt's 
economic recovery program continues to affect the 
economy today. By 1939, the country was committed to 
the idea that government should accept responsibility for 
the national welfare. The number and size of federal 
government agencies increased. The presidency, of 
course/ grew in prestige and power. Did the New Deal 
create as fundamental a change in American social, 
political, and economic life as did the War of. In- 
dependence and the Civil War? 

(a) Evaluate the positive and negative effects of the New 
Deal. 

(b) Did World-War II or the New Deal end the Great 
Depression? Justify your answer. 

(c) In the long run, did the New Deal alter, the balance 
among the three major branches of the federal govern* 
ment? Defend your .answer. 
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Topic 17 

World War II 



Economic Facts, Concepts, Principle*, or Probfemn 

► International economic problems 

before World War II 

► Emergency controls 

► Economic impact of the war 

► Neutrality legislation 



In previous topics we have briefly mentioned some of 
;the economic aftermaths of Worid^War I that helped 
bring on World War II. A detailed study of the interna- 
tional economic scene between two world wars would 
be worthwhile. Careful economic analysis is called for, 
and policies on German reparations (fixed at $56 
billion), what happened internationally in respect to 
tariffs, interallied %w debts> and gold ought to be 
evaluated by the class. Were the actions taken wise of 
unwise? What lessons can we derive from them? 

teachers should consult economics textbooks for 
explanations of different monetary standards. Students 
will need to know how the gold standard worked, for 
example, to grasp the implications of the worldwide 
economic crisis of ,1931, to taow why the Baric of 
England was forced off the gold standard in September 
of that year, and to see both the international and 
domestic effects of America's gold policy in June of 1933 
and the devaluation of the U.S. dollar in January of 
1934. (The price of gold was changed from $20.67 per 
ounce to $35 per 6unce-a 4&.M percent devaluation of 
the U.S. dollar. When one nation devalues its. currency 
while others do not, that nation obtains an advantage in 
international trade. 1 ) 

Most basic textbooks will also explain -the 
mechanics of trade (how international exchange takes 
place), the importance of services (invisible items) in 
world trade, and the meaning of balance of trade and 
balance of payments. An understanding of these con- 
cepts is necessary if one is to grasp current international 



Assume, for instance, that other nations did not devalue their 
currencies and that the prices of goods remain** the same. 
People in France could get $35 worth of US. goods for an 
ounce of gold instead of the $20.67 worth they could get be- 
fore. Thus, the French would buy more U.S. goods. Meanwhile, 
because American!. would have to pay $35 rather than $20.67 
for an ounce of gold, French goods would become more expen- 
sive to Americans, so French exports to the United States 
vyould decline. When one nation tries to stimulate its own ex- 
ports at the expense of other nations in this fashion, however, 
the others can simply follow suit by devaluing their currencies. 



economic problems as well. It should be instructive to 
contrast the handling of international economic matters 
during the 1920s and 1930s with the way in which they 
have been handled since World War H. (For example, 
note America's leadership in bringing about interna- 
tienal economic cooperation during and after World 
War II in comparison with U.S. failure to cooperate 
fully during the London Economic Conference of 1933.) 



The use of economics as a diplomatic weapon is ah 
interesting subject for study, the Covenant of the 
League of Nations (1919) calked for economic sanctions 
against nations that resorted to war. Many thought that 
the im mense, reparations payments imposed on Ger- 
many would prevent that nation from ever becoming a 
threat to world peace again. After Hitlers rise to power, 
however, Germany used trade as a device to establish 
economic ties with other countries and to gain their 
friendship. The U.S. Neutrality Acts of 1935 and 1936 
provided for embargos on U S; arms shipments and 
prohibited the extension of loans or credit to 
belligerents. In 1937 the President was authorized, to ex- 
tend the -embargo to other products (the 19& legbla- 
tion had failed to include metals that could be converted 
to military use)* Roosevelt called for a "quarantine* of 
aggressor nations, and there was a widespread boycott 
in the United States of Japanese goods. 

In 1939, F.D.R. reacted to the German invasion of 
Poland by asking Congress to repeal the arms embargo, 
and this was done under the Neutrality Act passed m 
November of that year. In 1940, he asked Congress to 
step up defense expenditures and sent millions of doDars 
worth of arms and munitions to Great Britain. In June 
of that year, Congress, adopted tax measures totaling 
nearly $1 billion in order to bolster national defense and 
raised the limit on the national debt from $45 billion to 
$49 billion. In September, Germany, Italy; and Japan 
signed a pact of military and economic alliance (several 
other nations subsequently signed this pact as well), and 
F.D.R. placed ah embargo on exports of scrap iron and 
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steel to all nations outside the Western Hemisphere ex- 
cept Great Britain. ' 0 

Roosevelt was determined that vhe United States be 
better prepared for World War II than it had been for 
World War Pin December 1940 the Office of Produc- 
tion Management was organized to .coordinate defense 
production and expedite aid ttf Britain and her allies. In 
March 1941 the Lend Leaso Act was passed. It specified 
that American amis and , supplies could be sold, - 
transferred, exchanged, or leased to countries whose 
defense was deemed essential to U.S. security. (Total 
lend-lease aid exceeded $50 billion for all of World War 
II.) In July 1941, Japanese-American trade came to a 
halt when the President froze air Japanese credits in the 
United States. Everi*before the United States entered the- 
war, postwar goals were being formulated. In the Atlan- 
tic Charter (August 1941), Roosevelt and Churchill, 
among other things, called for an easing of trade restric- 
tions, .access to raw materials; and cooperation in im-, 
proving the economic position of all people, in addition 
to such political aims as peace,vfreedom, and democracy 
for all nations. 

The government took many vigorous actions to 
shift resources from civilian to military production, and 
to bring unemployed resources into. the U.S. war effort. 
The War Manpower Commission was established to 
make more effective use of our labor resources. The 
minimum work week was extended to 48 hours, and 27 
million workers were -"frozen" in war jobs. To^conserve 
materials for military usk, nonessential highway and 
residential construction was stopped. The Office of 
Price Administration set price ceilings on all goods (ex- 



cept farm products) and controlled r?nts in defense 
areas. Many scarce commodities were rationed. (During 
the World War II era— 1940-48— consumer prices nev- 
ertheless rose- about 70 percent, but this was ah im- 
provement over the record of the World War Kera, 
when prices about doubled.) A National War Labor 
Board was given the authority to settle labor disputes by 
mediation and arbitration. As a result of a mine work- 
ers' strike, the government took over the coal mines in 
the eastern part of the United States. Because of a threat 
of a railway strike, the army temporarily assumed con- 
trol oyer all American railroads. 2 Among the btBer 
agencies organized to give government at least partial 
control over the economy were the Office of .War Mobi- 
lization, Office of Scientific Research and Development, 
Office of Defense Transportation, War Shipping Ad- 
ministration, and National Housing Agency. 



It would be instructive to have the students com- 
pare the all-out economic mobilization of World War II 
with the more limited Vietnam War effort. How did 
World War II affect the UJS~ economy as compared 
with Vietnam? What accounts for the differences? The 
cost of World War II was enormous: The public debt 
rose from about $49 billion in 1941 to over $258 billion 
in 1945— an increase of over 500 percent. Nearly 89 per- 
cent of the budget expenses for the fiscal years 1941-1945 
were for war purposes. The costs in terms of human life 
cannot be quantified. In the. next topic we shall deal 
with the economic impact of the war and how postwar 
problems were handled. 



v . DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might-be brought up in answering the questions are printed in heavy 
type (boldface). 



'1. In analyzing the international economic scene between the 
two world wars, some economists say that the Unitfd 
Statefs helped to sow son* of the seeds of World War II. 

(a) Why are American policies regarding the tariff, immi- 
gration, interallied war debts, and gold considered to 
have been unwise after World War I? 

(b) What lessons can we derive from the economic causes 
of World War II? 

2. To grasp the implications of the worldwide economic 
crisis of 1931, one must understand how the gold standard 
worked. Explain the gold standard. 

' (a) Why was Great Britain forced off the gold standard in 
"'September 1931? « 

(b) Why did the United States devalue the gold dollar in 
January 1934? 



Balance of trade and balance of payments; the dollar 
it world trade; modified gold bullion standard. 

How does foreign trade differ from domestic trade? 
How k it similar?* 

Foreign exchange rates; tariff, visible and invisible ' 
items in world trade; absolute and comparative ad- 
vantages; foreign investment. 



(a) Explain why Americans were able to invest $14 billion 
in plantations, mines, oil wells, factories, and' other 
foreign business enterprises during the 1920s. 

(b) Why did America's foreign trade, drop sharply in the 
early 1930s? : 



2. Most labor leaders adhered to a "nostrike" policy during the 
war, however. 
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Tariffs and other trade restrictions; impact of 
worldwide .depression on trade. 

4 Spine knowledge of the ^mechanics* of internationaEirade. 
is necessary to understand current economic problems. 
Distinguish between balance' of trade and balance of 
payments, and between visible and invisible items'in inter- 
rational tr£de. 

5. Explain how the problems of German reparations and the 
World War I debts of the Allies were interrelated. 

(a) Why did German reparation payments break down 
completely by 19307 

(b) How did the Hoover Moratorium (1931-32) deal with 
the problem of war debts? 

6. Economics is often used as a»diplomatic weapon. . 

(a) Explain why the Covenant of the League of Nations 
(1919) called for 'economic sanctions against nations 
that resorted to aggression. 

(b) Show how Nazi Germany used trade as a device for 
establishing economic ties with other countries to gain 
their friendship.. Is the same thing done by countries 
today? 

(c) Describe how Franklin D. Roosevelt used economic 
measures as diplomatic weapons prior to December 7, 
1941. 

(d) . Does the United States now use any economic 

measures to support its diplomatic policies? If so, 
name some. 

7. During the 1920s some of the leading industrial nations 
believed in economic nationalism (self-sufficiency). 

(a) How does economic nationalism affect world trade? 
Tariffs and other trade barriers; exchange controls; 
boycotts. 

(b) How did the extreme nationalism of Hitler and 
Mussolini affect the economic policies of Germany 
and Italy before World War H? t 

(c) What is the relationship between economic na- 
tionalism and an aggressive foreign policy? 

> 

8., Before World War II there were "Buy American" 
movements in the United States ard "Buy British* 
movements in England. 

(a) Which economic groups promoted these movements 
most vigorously? Why? 

(b) Which groups opposed these movements? Why? 

(c) Would movements like thes? tend to shorten or 
lengthen a depression? Explain: 

Absolute and comparative advantages; tariffs and 
other trade barriers; foreign competition; impact of 
trade on domestic economy* 



10. 



11. 



12. 



13, 



Protectionists believe in national self-sufficiency while free 
traders believe in-geographic division of labor. ' 

(a) Explain the meaning of the terms in italics. 

// 

(b) Which point of view do you favor? Give reasons for 
your answers. 

Explain how the Reciprocal Trade Agreements 5 Act and 
the U,S. Export-Import Bank of 1934 were atttempts to 
revive world trade during the Great Depression. 

In the 1930s, some Americans suggested that in case of a 
war iii Europe the U.S. could maintain its neutrality by 
cutting off all trade relations with the powers at war. 

(a) Show how this proposal arose out of our experiences 
~ during (1) the Napoleonic Wars, and (2) World War I. 

(b) How did the Neutrality Acts of 1935 and 1937 reflect 
this viewpoint? - - ^ 

(c) Why did neutrality legislation fail to keep the U.S. out 
ofWorld.Warn? 

President Roosevelt was determined that the U.S. would 
be better prepared economically for World War A than it 
had been for World War I. 

(a) Explain the measures taken by the Rdpsevdt ~A& 
ministration before December 7, 1941 , to prepare the 
United States for possible involvement. 

(b) Why did the Atlantic Charter (August 1941) stress 
economic as weD as political war aims? 

^ - . 

Roosevelt took many vigorous actions to shift resources 
from civilian to military production and to bring 
unemployed resources into the, war effort. 

(a) Explain how die War Manpower Commission made 
effective use of our human resources; 
Labor as a factor of piodm^^dBd^jOoa^Mof 



14. 



15. 



(b) 'Explain how civilian materials were conserved for 
military use. 

(c) Compare the functions of the War Production Board 
of World War II with the War Industries Board of 
World War I. How did the activities of thbe agencies 
modify the traditional market, economy of the U.S. 
for the duration of the war? 

<v 

Explain the functions of the fo^bwing agencies concerned 
with the role of labor during second world war: 
(a) War Labor Board; (b) War Manpower Commission; 
(c) Fair Employment Practices Committee. 
Labor as a factor of production; allocation of human 
resources; labor relations. 

Why does inflation usually become a serious problem dur- 
ing wartime? 

(a) What was the function of the Of fice of Price Ad- 
ministration (OPA)? 
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(h) To what extent was it more successful in curbing infla- 
tion than similar agencies during World War I? Why 
was it more successful? 

16. Why was Sn all-out economic mobilization necessary dur- 
ing World War II, while it was possible to carry on the 
Vietnam War with less economic strain? 

Growth in U.S. productivity; costs of war in relation to 
GNP. 

17. Describe both the immediate and long-range economic 
results of World War II, both in the United States? and 
worldwide. 

Cost of war; problems of reconstruction and develop- 
ment; "revolution of rising expectations"; end of colonial- 
ism; foreign aid; international economic organization. 

18. The terrible costs in terms of human life and destruction 
of property during Viovld War II can't be quantified." 
Discuss this statement. . . 

19. Compare war production in the Gvil War with war pro- 
ductioij in World War II. 

(a) How do production methods change during, war- 
time? Why? 

Standardization; technological improvements; in- 
creased demand. 

, (b) Are the improvements jiue to technological know- 
how or to basic scientific research? Justify your 
answer. 

20. WorldfjWar II opened up many new job opportunities to 
women-. How did the war affect each of the following?. 

(a) Pay scales for women 

(b) Participation of women in labor unions 

(c) Demand for women's rights 

o 

(d) Job opportunities for blade women 



(e) Participation of women in government. 
Labor shortages; incentives. 

21. Discuss the similarities and differences in the causes of 
World War I and.World War II. 

22. Compare the . League of Nations and the United Nations 
with reference to 

(a) Accomplishments and failures during 1919-29 and 
during 1945-55. 

(b) Efforts at postwar reconstruction. 

23. How did World War II affect the economic opportunities 
of black men and women? Touch on each of the follow-- 
ing: , 

(a) Job opportunities for. Jblack men and women 

(b) Migration from the South to the North 

(c) Demand for civil rights. 

(d) Race relations 

(e) Fair employment practices 

(f ) Participation in unions ^ 
(g) Standards of living 

24. World War II had profound effects on the number of mar- 
ried women working outside the home, the management 
of households, and family life. 'What implications did 
"two-income" families have for each of the following? 

(a) Levels of living 

(b) Use of labor-saving household appliances 

(c) Servic^ industries 

(d) The food industry 

(e) Family stability. 



ACTIVITIES 



1. Debate: Resolved: that America's refusal to join the 
League of Nations was a critical factor in bringing oh 
World Wat II. 

2. Cartoons: Ask the students to draw a cartoon or poster on 
one of the following topics: 

Economic Nationalism vs. Free World Trade 
Worldwide Depressions as a Cause of War 
Trade Barriers as a Cause of War 

3. Time line: Ask the students 1 to draw a time line indicating 
the principal economic and political events leading to U.S. 
entry into World War II. 



4. Library research: Ask the students to do library research 
on the following topics related to World War II and report 
their findings to - the class: 

Contributions of Hades to Victory 
The Miracle of Production 
Guns and Butter Tool 
Women's Role in World War U 
America -Arsenal of Democracy 

5. Role-playing: Let the class imagine that it is a Senate com- 
mittee in March 1941 deciding whether or not to support 
the lend-lease bill. Various witnesses may be summoned to 
testify: a general, an admiral, the secretary of state, a ship- 
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.ping magnate, a fanner, an America Firster,.a represen- 
tative of the British government. After debating the issues, 
the committee should vote for or against recommending 
the bill. 

.6-Table:lAsleaustudent to prepare a table comparing the 
economic clauses in Wilson's Fourteen Points with their 
counterparts in the Atlantic Charter. 

7. Analysis: How did the victories of the Japanese armed 
forces in South East Asia in the early days of the war affect 
the struggle for independence on the part of the colonial 
countries in the decades immediately following the con- 
flict? ' 

8. Committee research: Ask a committee of students to 
investigate and report oh. the * outstanding scientific 
achievements, and developments during World War II. 
Which one was the greatest? How did World War II scien- 
tific developments ultimately raise living standards? 

9. Conduct a general class discussion on inflation, i wartime. 
Structure it around three major questions: k 

(a) Why are wars usually accompanied by inflation? 

(b) How did the measures adopted by the administration 
of Franklin Q. Roosevelt help to control inflation dur- 
ing World War II?- * ' 

(c) Evaluate the success or lack of it of each of the 
measures in (b). 

* (For a better informed discussion, assign each of the: 
following measures to individual students for research and 
presentation: heavier taxation, price ceilings, wage* 
stabilization, rationing, expanded war savings (govern- 
ment bond). program, restrictions on installment buying 
and a c a of credit, rent control.)* 

10. Analysis: Read the Atlantic Charter, selecting . the eco- 
nomic provisions for special study. Explain the purpose of 
each economic provision and show how its implementa- 
tion would lead to a more, stable peace. 

11. Interviews: Ask the students to interview their relatives 
and friends for a firsthand account of economic xondi- 

* - tions in the United'States during World War JI. Questions 
might touch on^ationing, shortages/ housing, jobs; over- 
time, elc. ; 

12. Graphs: Ask the students to draw a line graph indicating 



' the increase in the national debt between 1933 and 1953. 
Another line graph might deal with the changes in the 
Consumer Price Index befween 1929 and 1953. 

13. Filmstrip: Understanding International Trade describes the 
advantages of international trade and the sources of 
l^Sce orpayl^ ~ 

14. Rim: World Trade for Better Living shows how foreign 
trade is beneficial to nations ,and stresses comparative ad- 

' ' vantage. (20 min.; Encyclopeclia Britannica) , / 

15. Bulletin board display: Create a bulletin board display 
snowing various aspects of life during World War IL In- 
clude 

(a) A list of popular songs and movies 

(b) Clippings and pictures of the effects of the war on the 
* everyday lives of ordinary Americans « 

(c) Magazine and newspaper headlines about home-front 
economic hardships 

(d) Alist otbooks on World War II 

16. Film: Show The ArsenaKAlistaur Cooke's America Series). 
The film explains how the United States went from being 
an Anglo-French arsenal before our entry into World War 
II to the greatest military supplier in die world. (Color, 52 
min.; Time-Life Corporation) 

17. RImr Show total War (1969). Depicts the economic 
impact of Worid War II. (Black and white, 25 min.; Learn- 
ing Corporation of -America), 

18. Filmstrip: Home Jront, World War II (1979) shows Kow 
the lives of Americans at home were affected by shortages, 
women in the war effort, and gasoline and food rationing. 
(Two filmstrips, one cassette, teachers guide; Multi- 
Media) 

i?. (Outstrip: FDR: A, Portrait of Power traces Roosevelt's - 
political career, touches on his leadership qualities, and his 
crucial role in World War II. (Color, cassette, guide; 
Social Studies School Service) * 

20. Problem for analysis: Which was the heavier contributor 
to victory for the Allies in World War II, the United States 
or the Soviet tfnion? Ask some in the class to argue ejtch 
side, and then have the class try to reach a consensus. The 
activity may take the form of a round table or panel 
discussion, followed by general class particiation. 
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% Topic 18 

Postwar Recovery and" Development 



Economic Facte, Concepts, Principles, or Problems 

► Marshall Plan <> 

► OEEC 

► Truman Doctrine 

► / World Bank, IMF, GATT 

► GJ. Bill ' 

► Trade agreements 

► Common Market 

► Taft-Hartley Act 



The surrender of Gerrgpny and Japan did not bring 
an end to the world's problems. First, there was the task 
of converting to a peacetime economy; secorid,„.some- 
thing had to be done about the millions of people facing 
starvation in various parts of the worlds and third, 

"Western countries were afraid that communist influence 
and contrdl would spread. 

U.S. fears that another Great Depression was im- 
pending were based upon the fact that 11 million men* 
and women were being discharged from the armed 
forces, that- some 20 million civilian workers employed 
in producing military goods were no longer needed for 
that purpose, that thousands of government contracts 
for war.material would have to be cancelled, and that a, 

•declining demand for farm products would send 
agricultural prices plunging. As early as 1944, however, 
the government had started to plan for postwar conver- 
sion of the economy to a peacetime basis. There would 
be unemployment insurance and job-creating public 
works projects for workers and, if agricultural-prices 
dropped, aid to farmers. The C5J»Bill of 1944 provided 
special unemployment insurance and schooling, as well 
as housing and business loans for veterans. The GJ. Bill 
not only helped prevent a possible serious postwar 
unemployment problem, but brought full rosters of 
students to schools and colleges. (These institutions had 
suffered during the poor prewar economic conditions 
and had lost most of their male and a large number of 
their female students during'the war.) In addition, the 
bill enabled many people to get an education they could 
not otherwise afford (a factor that benefited society as a 
whole as well as the individuals being trained), and 
stimulated a wave of home building. Education is seen 
by economists as an investment in human capital/ and 
the training received by the veterans improved their 
ability to produce. As a result, they earned higher in- 
comes than otherwise and thusjcontribut^d more to the 
government in taxes. Economists estimate , that the 



higher taxes paid by veterans who were educated under 
the G J. Bill have actually repaid the government for the 
full cost of the bill. ^ 

Consumer goods had been in short supply during 
the war, 1 and because it took factories time to convert 
to peacetime production, the shortages continued for a 
while. Rricesrose sharply between 1945 and 1948, as 
consumer demand was high and^ais rationing and price 
controls were quickly removed, industrial plants 
reconverted to civilian output in a remarkably short 
time,* although shortages in housing arid automobiles 
persisted into at least 1948. 

America's decision to aid war-stricken nations was 
a humanifarian gesture but also had economic implica- 
tions. By helping other countries to recover, the United 
States was creating markets for its own goods. In,1946 
an^ 1947, the United States provided $8 billion in-free 
food, medicine^ clothing and other necessity. The 
Soviet Union had brought Eastern Europe under com- 
munist control, and when it seemed that Greece and 
Turkey migKt also comeurider Soviet domination, $400 
million dollars were' obtained from J Congress in 
economic and military aid to help those two countries. 
This policy was known as the Truman Doctrine, Then, 
between 1947 and 1951 under the Marshall Plaj^(the 
European Recovery Program), the United States spent 
about $12 billion in loans and grants to help Western 
Europe recover from the war. Sixteen nations formed 
the Organization for European Economic Cooperation 
(OEEC) to cooperate with the U.S. in this effort * 



1. Actually, the output of civilian goods was larger during the war 
than before, but the increased employment and income re- 
sulting from the war caused civilian demand to increase 
even more. 

2. The Marshall Plan was instrumental in building the foundations 
of 'Western Europe's later prosperity. The plan also fostered. 

, the idea of greater European economic unity. 

The OEEC later evolved into a larger group of nations that 
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The Korean War, which eruptecLin 1950, did not re- 
quire the all-out-mobilization of World War II, but an 
Office of Defense Mobilization was organized to cofttjbl 
war production, procure military supplies,, and control 
-transportation. Wages and prices were partially con- 
trolled. However, U.S. productive resources were 
already fully .employed, so the government had to com- 
pete with consumers and businesses to obtain the goods 
and.services it needed for the war. As a result of these 
demand pressures, consumer prices rose by about 12 
percent. The pure price rise would have been greater 
wer e it not that, at the hei ght of the war, only 15 percent 
of U.S. output was being devoted to military needs. The 
fact that the U.S. could fight a war— albeit iminor one 
-with such a small proportion of its output was sug- 
gestive of the size and strength of the U.S. economy. 



After World War I, many nations had tended to pur- 
, sue. their ownjnterests and to think that-they could en- _ 

rich themselves at the expense of others. Recalling past 
6 failures in international economic cooperation, the al- 
lied leaders during World War II took action while the 
war was still in progress to prevent any repetition of thf 
economic chaos of the 1930£. At a meeting in Bretton 
Woods, New Hampshire, in 1944, representatives of 44 
nations established the International Monetary Fund 
(IMF) and the International Bank for Reconstruction 
and Development (World Bank). The IMF was designed 
to assist nations who faced shortages of foreign ex- 
change because of temporary problems in their balances 
of payments. Each member (there were 146 member ' 
countries in mid-i983) puts in some of its own currency 
plus a certain amount of gold— the amounts depending 
on the nation'srelative international economic strength 
and its economic size. Amember finding itself short of 
foreign exchange can ask to borrow from the fund. For 
instance, the French need U.S. dollars in order to pur- 
chase American goods. If they were unable to earn 
enough dollars by selling French products to Americans 
or else had insufficient reserves of dollars pr means of 
buying dollars, they could borrow dollars from the 
IMF. France would put francs into the fund until it was 
able to repay the dollars, but the U.S. goods could be 
purchased and France would have a better chance- of 



consult among themselves on economic policies and develop* 
mentSp collect statistics on a unified basis, and engage in other 
forms of economic and social cooperation. Its name was 
changed to the Organization for Economic Cooperation*and 
Development (OECD), and now includes, nations outside of 
Europe: Australia, Canada, Japap, New Zealand, and the United 
States. As of early 1963, the total- membership consisted of 
twenty-four developed. nations plus Yugoslavia, which has a 
special status. 



correcting any weakness «n its economy that led to the 
problem in the first place: 3 

the World Bank (International Bank for 'Recon- 
struction and. Development) was established to -help 
war-ravaged nations recover and to help poor countries 
to develpp their economies— the latter is now.its basic 
endeavor. 'Members (usually the same nations that 
belong to the IMF) contribute capital in accordance with 
their economic strength, but most of its funds come 
from borrowing in world financial markets. The bank 
then relends this money. At first, most loans went to 
European nations for residing, but now the funds go 
~to-develbping~countries^^ 
Latin America. The bank must be satisfied, thatprojects 
are well-planned.and will benefit the applicant nation, 
and that the borrower will be able to pay a rate of : in- 
terest related to the bank's own cost of getting funis and 
tirrepay the loan in twenty years or Jess. The bank aiso 
helps. tfain^fficials responsible for the project, assists 
with technicaRasRects, inspects the project periodically, 
and requires progress reports. The bank's cautious ap- 
proachliis pi^ent^osses (indeed, the bank has been 
making money), but some of the poorest nations have* 
been unable to qualify foV loans. For this reason, the In- 
ternational Development Association* (IDA), a sub- 

* sidiary of the bank, was set up to make loans to the; 
poorest countries. These loans are for fifty years (with!, 
no repayments dtfe in the first ten years), and carry no 
interest.. • . ^ 

In 1947, the United States, along with twenty-two 
other nations, signed the General Agreement on Tariffs 
and Trade (GATT) to promote f^eer trade; (GATT row 
has more* than eighty members;) the member* meet 
regularly to review trade policies, reduce tariffs, 
eliminate ftnport quotas, and apply the most-favored- 
nation prindple.^greemehts are negotiated at plenary 
sessions* This lowers the chance that two or more nat- ^ 
tions will make some sort of mutually beneficial agree- 

~ment-that~is harmfuf td-another*-Allohe_theories and 
principles of international trade can be reviewed in a 
classroom- evaluation of the effectiveness of GATT. The 
United Nations Conference on Trade and Development 
(UNCTAD), which was /ormed much later than GATT 
at thePbehest of the developing countries, may be * 
similarly evaluated. o > 

Other important international organizations are 1 
the Common Market (European Economic Community) 
and the Organization for Economic Cooperation and 



3. Of course, this is an ovorly simple account of international 
exchange and the workings of the IMF. Consult 9 standard 
economics textbook for details. 

4. In general, under the most-favored-nation principle, con- 
cessions on trade rules or tariffs"thaPone nation grants to a 
second must be granted to all others. 
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Development (see footnote to discussion of Marshall 
Plan, above). Although not a member of the Common 
Market, the United States supported the Common 
Market's creation. The Common Market Has become, 
both a serious competitor and an important customer. 
The work of several groups in the United Nations— the 
Economic and Social Council (ECOSOC)v^the Educa- 
tional, Scientific and Cultural Organization (UNESCO), 
the Food and Agricultural Organization (FAO), and the 
World Health Organization (yVHO) are also of interest. 



Among important domestic problems occupying 
American attention after World, War II were labor- 
management relations. Previous labor legislation, such 
as the Wagner Act, should be reviewed. Many unions 
had given "no strike pledges", during the war 'and, 
although there were many disputes, little time was lost 
becautfte of strikes. By 1945, union membership reached 
15 million (membership was less than 3 million in 1933). 
Feeling that during the war business profits had been 
held down relatively less than labor's wages, many 
workers demanded increased wages as soon as the War/ 
ended. There were 4,7^0- strikes involving? 3,470,000 * 
workers in %9A5. 'Business complained that the Wagner 
Act was tipping the scales in labor's favor, and / the 
public became alarmed over strikes in important in- 
dustries. The result was the Taft-Hartley Law of 1947, 



which amended ihfe, Wagner Act by providing 
employers with additional protection. Unions were to 
refrain from using force or threats to make a worker 
join a union or participate in a strike; unions could no 
longer refuse to bargain with employers, force manage- 
ment to hire more workers than needed, strike without 
giving sixty days advance ndttceof complaint; or insist 
upon a closed shop (an agreement that a company hire 
only union members). The National Labor Relations 
Boa^d was -now obligated to protect the«employer as 
well as the worker from unfair actions, and machinery 
was set up to allow government interference in impor- 
tant labor' disputes that might threaten the public health./ 
or safety. 

Students can be asked Jo evaluate Taft-Hartley in 
rposes, labors charge that it was a 
"slave labor law/ and management's hope that it would 
help to end damaging labor disputes. A value question 
that might be discussed is that of government's proper 
role in the process of, collective bargaining* Govern- 
ment's involvement in labor affairs was extended further 
with the passage of the Landrum-Griffin Act of 1959; a 
result of congressional findings that a few unions were 
being operated by gr sters. This act requires Jthat 
unions be democratically controlled and contains proviy A . 
sions for keeping. dishonest persons from holding uhidn 
office; 



DISCUSSION QUESTIONS 



Economic concepts, ideas, etc., that might be broughtup in answering the -questions are~printed1n htavy 
type (boldface). 



1. The surrender of Germany and Japan did not solve tjje 
world's economic problems. In fact, it created additional 
ones. * 

(a) Discuss three sefious international economic prob- 
lems, that were direct results of World War II. 
Relief and reconstruction of war-torn countries; 
reconversion to peacetime economy; the need to 
foster international economic cooperation. 

(b) Describe some of the organized steps taken by the 
United Nations and the United.States to cope with 
these problems. • , „ * 

/ UNRRA; UNESCO; Marshall Plan; Point Four. 

2. Why did a serious postwar inflation occur in the U.S. be- 
* tween'1946 and 1950? 

Pent-up demand; removal of price-wage controls; cost- 
push inflation. % * 

(a) How did th* Truman administration attempt to con- 
s trol inflation during the Korean War? 

(b) In what ways was the inflation that came^uring the 
Vietnam War similarJto,the inflation of World War II * 
and the Korean War? * 



Government . spending and inflation; government ef- * 
fort* to control inflation. 

\ 

3. Whaf is the Consumer Price Index? 

(a) How does the CPI measure the rate of inflation? 

(b) Compare the current CPLwith the CPI of a previous" 
year. What does it tell you about the change in ' 
average consumer prices? 

> 

4. Why did many Americans fear that a depression would , 
follow World War II? Why did the United States escape a 
serious depression after World War II? 

Postwar depressions; business cycle; built-iit\stabilizers; x , 
fiscal and monetary policy; pent up demand. 1 

5. The G.I. Bill- of 1944 &as a piece of far-sighted federal 
economic legislation. 

(a) State the principal provisions of the G.I. BUI. > 

(b) How did the G.I. Bill (1) help to prevent serious 4 . 
unemployment, '(2) aid the nation's colleges. and 
^universities, (3) help increase American productivity? 
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(c) Why was the G.I. Bill considered an "investment in 
human 'capital"? 

6. America's decision to aid^wpr-stricken nations was a 
.humanitarian gesture but also had economic implications. 

(a) Explain how tlve money spent by the U.S. on foreign 
economic aid ($141 billion from 1946 through 1981) 
can benefit both the giver and the reaver/ 

(b) ; Why- has foreign aid been severely criticized irf Con- 

gress in recent years? 

7. Explain the ^purposes of\the Truman Doctrine and the ac- 
ft tivities carried'out under it. To what extent was it a suc- 
cess? Justify your answer. 

Expansion of the influence, of the Soviet Union; foreign 
aid; economic development; economics and diplomacy. 

8. What was the Marshall Plan7 , v 

(a) Why did the U.S. offer to help Western European 
countries help themselves? - 

(b) Describe, the principal achievements of the Marshall 
Plan. ' \ 

(c) Show how the Marshall Plan helped plant the seeds of 
European economic unity. 

(d) Why did the Soviet Union oppose the Marshall Plan 
and refuse to enter it? 

Economic aid; economic reconstruction; economic 
development; Schuman Plan; Common Market. 

0* 

9. Does it appear that the European Common Market, may 
be the forerunner of a United States of Western Europe? 

(a) Describe the European Common Market. 
Specialization and exchange; free trtde; economic 

unity. * * 

(b) Why did Britain and several other countries show a 
desire to join the original members of the Common 
Market in the early 1970s? jf 

(c) Discuss* 1 effects of the Common Market on the 
economy of the U.S.* * ^ 

Foreign competition; foreign investment; foreign 
markets. 

10. At Bretton, Woods, New Hampshire, in 1944, 44 nations 
furthered international economic cooperation by creating 
the World Bank *nd the International Monetary Fund. 

(a) How has the World Bank promoted world economic 
development since, its founding?. 

Development and growth; supply of capital through 
loans; technical assistance and advice. 

(b) Hoysr does the, international Monetary Fund (IMF) 
function? < / 

Balance of payments problems; IMF letting; foreign 
exchange; world trade. * 4 

* (c) Why do underdeveloped nations sometimes criticize 
the World Bank's policies? 



(d) In spite of the existence of .the World Bank and the 
IMF, a world financial crisis occurred in 1971. How, 
can this be explained? 

Balance of payments; international trade; dollar and 
gold in world affairs; rails of exchange; strong and 
weak currencies; supply and demand applied to 
foreign exchange. 

11. An effective agency in restoring vigorous^world trade has 
been the General ^Agreement on Tariffs and Trade 
(GATT), established in 1947. 

(a) . What was the purpose of GATT? • 

(b) Why does GATT apply the "most-<avored-nation 
principle*? 

(c) Do you favor free trade or^protection in regard td 
\ U.S. imports of textiles, cars, and electronic equip- 
ment? Justify your answer. » ; \ ■ • 

'l2. Explain the roles of the FAO, UNESCO; and'WHO in 
achieving one of the aims of the United Nations 
Charter -"to promote social progress and better standard* 
of living." * 

13;* Many strikes occurred immediately after the end of World . 
> War II. Why? * ' \ * 

(a) Discuss the possible effects of serious labor-manage* 
ment disputes on thetmblic's convenience and on the 
economy, * t 

<b) How did the Taft-Hartley Act of 1947 attempt to deal fc 
with the' problem of strikes? 

* Distribution of income; wages and working condi- 
tions; ^vernment's role. 

14. Employers saw the Taft-Hartley Act as a long overdue 
measure needed to correct thje "abuses" of, union power, 
while labor leaders contended' that it violated American 
traditions of freedom and "enslaved" the workers. With 
whklrpoint of vWW do you agree? Give your reasons. 

(a) Describf the role of the federal government in main- 
taining jabor peace under the Wagner Act. How was 
this role changed by the Taft-Hartley Act? 

.(b) How do the Taft-Hartley and Landrum-Griffin acts 
show a change in the federal government's attitude to- 
ward organized labor? 

15. Which of the following law* received the approval of 
organized labor? Which did unions oppose? Why? (a) 
Wagner Act; (b) Fair Labor Standards Act; (c) Social 
Security Act; (d) Taft-Hartley Act; (e) Undrum-Griffin 

' Act; (f) "righHo-work" laws. ' 

Distribution of income; collective bargaining; minimum 
wage; social insurance; government's role in the economy; 
role of unions. 

16.. Legislators constantly face the problem of enacting laws 
that promote the welfare of the people without at thtfsame 
time seriously curtailing fundamental freedoms of the^fn- 



dividual. Show how legislatures faced this problem when 
considering the following: (a) fair employment practices; 
(b) right-to^work laws; (c) antitrust laws; (d) minimum 
wage laws; (e) environmental legislation* 
Distribution iOf income; collective bargaining; monopoly; 
wage theories; conservation. 

17. Explain, the causes of the Cold War. 

(a) Why did the friendly public attitude toward the USSR 
as an ally during World War V change after the war? 

(b) Why did the United State* follow a postwar policy of 
"containment" toward the Soviet Union? 

"\ 

18. Explain why West Germany recovered so rapidly after the 
close of World War II, 



* , oil - * • - • 

Infrastructure; technological know-how; American aid. 

19. Compare the German and the Italian postwar economic 
experiences. How were they alike? How did they differ?, 

(a) Could the German "economic miracle" have taken 
place without American aid? x 

« (b) Without French cooperation? 

(c) Explain why, in general, the economic growth rates of 
most European countries exceeded the American 
growth from the early 1950s to the early 1970s. 
. American aid; new, modern technology #rid plants; 
* reconstruction. i 



ACTIVITIES 



1. Then and now: In order to demonstrate the progress labor 
in the United States has made in the last century or so, ask 
the.stucfents to present then-now reports on the following 0 

0 " topics: « 

Wages and fringe benefits 

• Hours arid vacations - 
» HealtKplans 

* Employment' of women and children 
Retirement benefits 

Legality of union activities 
m h "\ Collective bargaining 

0 * 

2. Individual research: Ask several students to analyze why 
some large « national unions remain outside of the AFL- 
CIO. * 

3. Role-playing: Transform the class into a congressional v 
subcommittee dealirlg with a bill to approve a substantial 
appropriation for military .and economic aid to countries 
in an area in ."crisis" where American interests are in-, 
volved. Witnesses asked to appear might include a high 
military officer, a lobbyist, a representative? of an antiwar 
group, a veteran, a manufacturer of arms, airplanes, etc., 
an ambassador from one of the countries involved. After a 
general discussion, iet the committee vote either to recom- 
mend or Icill the bill. A ' * * 

4. Time line: Ask the students tti draw a time line indicating 
the major economic and political measures taken by the 
United States in response to the Cold War crises of 
1945-65. 

5. Classroom reference corner: Class and teacher can 
cooperate in establishing a classroom reference corner on 
labor. Collect pamphlets, newsletters, and books-for a 
small shelf of publications on labor history, labor's goals, 
and labor's problems. 

0 

6. Bulletin board display: Ask the students to make a 
"Yesterday-Today" bulletin board display on, fanning in 



the twentieth century. Pictures, drawings, gra^hs^etc, 
can be used to show the change' that has occurred since 
1900. Other possibilities include a bar graph showing the 
urban population as a percent of the rural population by 
decades since the turn of the century, and a ptctograph 
° showing the number of people a farmer could feed in 1900, 

* 1920, 1940, 1950, 1960, 1970, .1980, and today. 

i 

7. Student reports: Ask individual students to do library 
research and report on the* following topics: 

The postwar nuclear arms race 
The policy of containment 
The Truman do^riije . 
NATO % 

Successes arid failures of the United Nations 

\ 

8. Role-playing: Organize the class as a congressional com- 
mittee hearing arguments about restricting abuses by some , ' 
labor unions as part of the hearings on the Landrum- 
Griffin Act. In setting up the sessions, ask some of the 
members of the class to familiarize themselves with the at- 
titude and arguments of the unions, some with those of 
the employers, and some with those of the public at large. 

i 

9. Debate: Resolved: That right-to-work laws be repealed. 

10. Speakers: Invite a Jocal union leader to cla&s to answer 
questions and to present the views of organized labor on 
pertinent current legislation before Congress. At=thc same 
time, or on the succeeding day, ask a representative of 
management to do the same thing from management'** 

^ point of view. 

° • • 

11. Graph: Ask the students to illustrate the extent of post- 
World War II inflation by charting the increase in prices 
between 1933 and 1953/ 

S 0 * o 

12. Essay: Ask the students to *do library research and then 
write an essay on economic conditions in the United States 
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during the Korean War. Urge them to emphasizegovern- 
ment actions to control inflation during this periojl. 

13. Map: On an outline map of Europe, ask the students to in- 
dicate by different shadings or colors the countries helped 
by the Marshall Plan and the Truman Doctrine. The coun- 
tries behind the Iron Curtain" should be labeled also. 

14. Sound filmstrips: Show selected reels of The 1940'$ and 
The 1950s; a series of color filmstrips in the American 
Decades Series, which survey political and economic pat- 
terns, science and technology, the struggle for humzn 
rights and cultural developments during the periods in- 
dicated. (International Film Bureau) 

15. Film: Inflation describes the causes of the inflationary 
spiral during the immediate post-World War II period and 
suggests appropriate, fiscal. policies to curb price rises at 
that time. (20 min.; Encyclopedia Rims) & 

16. Newspapers: Organizations like UNICEF and WHO com- 
bat poverty, famine, and illness throughout the world. 
Ask your students to bring to class newspaper artkfe^ 
about such problems. Watch for articles about natural 
disasters and about foreign nations in which famine has 
become a major problem. How do organizations like the 
Red Cross and CARE help in these situations? 

17v.SimuIaHqn: If«your class is small, play Trade-Offs at 
Yalta The game enables students to re-enact the roles of 
the Yalta diplomats; (Scott Educational Division) ^ o 



18. Panel discussion: Assign books th^t describe imaginary . 
societies, such as 1984, Animal tarm, and Looking 
Backward. Hold a panel discussion in which the students 
discuss, defend, or attack the contrasting societies 



depicted in such books. By way of summary ask: Could 
socialism play a constructive role in* the countries of 
Western Europe? Does some form of planned economy 
play a constructive role in developing nations? 

19. Booklet: The Mystery of Economic Growth (Federal 
.Reserve Bank of Philadelphia, Public Inf ormation Depart- 
ment, P.O. Box 66, Philadelphia, PA 19105, 9 pp., rev. 
1979; free). The publication describes actions and events 
that make the economy grow or stagnate, and discusses 
the role of government and the private sector. 

1 20* Problem for analysis: Sirw* World War II, many nations 
in-Western Eur o pe have b ee n seeking , a middle way be- 
tween c^Ulism and socialism. While private ownership 
still predominates, a higher proportion of resource alloca- 
9 tionttgovenunent^directed in Western Europe than in the 
United States by means of goverrimwt-owned industries 
and extremely comprehensive social insurance programs. 
Of course, taxes are generally higher in Western Europe 
than in the United States. Is greater convergence (more 
socialist measures taken in the more capitalist countries 
and more capitalist; measures taken in the more socialist 
countries) likely to occur in Western Europe? 

(a) What feature* of the welfare state do you like? Dis- 
like? Why? . , 

(b) V^areiaxes^e^ Europe flian in the 
United States? * 

(cVWhy are some countries in Western Europe caDed 
"soaaliS^al^ 
private hands? 



(d) The doctrine* of lais« feire developed in etgjhteenth 
century England. Why did England turn away from 
laisaez faire during most of the twentieth century in 
order to solve its economic problems I 
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Topic 19 

The Rise of New Nations 



economic races, uoncapvs* Hnncipiee, or 

► Underctevefoped economies 

► The vfckxis.circle 

► Overpopulation and other problems 

► Foreign aid and investment 



MLny new nations have made their appearance since 
World War II> in large part because their status changed 
from that of colonies to independent nations. Some, 
such as India, were giants at birth; others were small 
both in terms , of population and land area;. Freedom 
from foreign control, however, did not assure economic 
independence. Many lack the resources even to provide 
for the minimal needs of their citizens. .Some have an 
abundance of land and natural resources but do not 
have the technical know-how to be able to exploit those 
resources efficiently. _ . , _ 

There is no universally accepted definition of a 
"developing* or "underdeveloped" nation-common 
terms for the newly emerging countries— but most that 
are so classified dearly suffer from a low kyd of living. 
Among the typical conditions is short life expectancy. 
For example, the life expectancy of an American in the 
late 1970s was about 74 years, while that of an Indone- 
sian was only about 50 years. Haiti s infant mortality 
rate is about ten times that of the United States* In the 
United States there is one physician for every 500 peo- 
ple, in Pakistan the ratio is one to about 6,000. These 
are by no means the worst comparisons that dm be 
made. High illiteracy rates, bad living conditions, in- 
adequate roads, few schools and hospitals, and short- 
ages of skilled workers are common in such countries. 
About 70 percent of the world's people live in countries 
that can be classified as poor or as in need of con- 
siderable economic development. 1 Some typical condi- 
tions are described in what follows. 



1. In 1962 the World Bank classified 121 of the world's nations as 
" follows: Twenty-five "industrial" countries with about 25 per* 
cent of the world's population produced tfxxit 80 percent of the 
world's gross national product. (These figures include several 
communist countries.) Sixty-three "micne income'' countries 
with about 25 percent of world population produced about 15 
percent of world GNP. Thirty-three "low Income countries" 
with about 50 percent of the world's population produced about 
5 percent of-world GNP. 



Overpopulation can be a problem, as it is , for ex- 
ample, in Bangladesh and H Salvador, where popula- 
tion density was about 1,670 and 570 people per square 
mile, respec tiv ely, in the early 1960s. The U.S. figure 
was 63 in 1982. It should be noted, however, that a Ugh 
population density does not per se imply poverty, nor 
does a low density guarantee wealth. Tte im po rta n t fac- 
tor is population in relation to the nation's productive 
resources; the Netherlands is very: prosperous with a 
density in excess of 900. Students should realize that the 
United States was once an underdeveloped nation (and 
spme^pevfe^ 

underdeveloped), and it would be useful to have them 
contrast the problems ; the United States faced as a new 
nation with those of the new nations of today. For in- 
stance, the new United States had a small population 
and a huge land base with abundant natural resource*. 
Many of the new nations of the poet-World War H 
period have large populatkm on sm^ land bases with 
relatively few resources. ' 

the population growth rate should also be taken 
into account, especially when examining die GNP (or 
GDP) of a nation. To interpret the GNP it should be 
divided by the population to get the amount per capita. 
Thus if a nation's GNP is growing at a 3 percent rate, 
but its population is growing at a 4 percent rate, per 
capita GNP wiD show a decline, implying that income 
per person is actually diminishing. 

Lack of natural resources k another frequent prob- 
lem. The United States is one of the world's leading na- 
tions in terms of die amount and variety of resources it 
possesses; many of the new nations have sparse 
r eso ur ce s , a small selection of them, and must rdy upon 
the sale of one or a few products for their economic wdl 
being. If the worid market for their output dedines, 
their economies can suffer severely. They are alto 
vulnerable when "supply shocks' occur, such as the oil 
shortages and oil price rises of the 1970s winch greatly 
damaged the development abilities and plans of die 
poorer nations. 
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Capital is often in short supply. I he underdeveloped 
areas have only about one-twentieth of the capital owned 
by the richer nations. To have capital there must be sav- 
ings. That is, people must be willing and able to defer 
consumption so that capital investment can occur for 
either the production of important services or of agricul- 
tural or industrial goods. In countries where the per 
capita income is so low that every penny earned by the 
average person is spent immediately on consumer 
goods, there can be little capital investment In many 
cases the handful of rich people who do have savings 
either choose to spend their money on luxury imports or 
to invest it in developed nations where the risk is lower 
and the potential returns are more certain. Indeed, in 
some poor countries the nrt capital formation rate has 
been less than zerd. That is, the existing stock of capital 
(factories, machines, tools, etc.) wears put foster than it 
is replaced. 2 

Social capital -roads, bridges, tunnels, harbors, 
airports, schools, power plants, and water supply 
facilities T too, is scarce. Industry often requires much 
social capital in-order to produce and distribute goods 
and services. There is little point in locating a factory 
where there is no power and where there are no means 
of moving. goods in and out. But die p ro sp ect s for 
operating such facilities at a profit are. often nil, so- 
private business usually does not invest in diem. Thus, 
governments often: try to provide ihe necessary social 
overiiead capital. 

A shortage of capital is part of a vicious cirde. 
When a nations income is low, and personal incomes 
are consequently also 4ow, the level of savings wiD be 
low. With low savings there will be little capital invest- 
ment. With low capital investment there is a lack of 
plants, equipment, and technobgy/and thus produc- 
tivity per worker-hoar will be low. Low productivity, in 
turn, implies low income — and we are right back where 
we started from. (See Diagram 19-1.) 

Some political factors tend to aggravate economic 
problems. Weak governments, political unrest, and ad- 
ministrative inefficiency, discourage f oreigners from 
investing in the newer nations; although foreign invest- 
ment is often desperately needed to break a vicious cir- 
cle and provide essential capital. Foreign owners often 
fear that their assets (properties or funds) will be seized 
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2. The gross capital formation rate is the percentage of GNP 
accounted for by capital investment. If a country's QNP is $000 
billion ; and $90 billion of this is spent on cspitai formation, 
then- the rate would be 10 percent. But some- capital goods 
are produced to replace old, obsolete, or workout Items, i.e., 
to replace "depreciated" capital goods. We deduct this depre- 
ciation from the gross capital formation figure to get net capital 
formation. If $45 biHion worth of existing capHai is obsolete or 
worn out and being replaced, then the net capital formation 
rate in the above example is 5 percent. 




low 
Productivity 



DIAGRAM 19-1 



or that the local government cannot or will not protect, 
assets or personnel. If actions of this character are 
directed at f oreigners, citizens who possess savings of 
any magnitude may be i mpelled to send tWr money 
abroad for safekeeping or for safer investment in the in- 
dustrialized nation* of Europe or North America. {The 
process of tending money elsewhere because of insecure 
conditions within a country is called "capital flight.*) 

Cultural factors that sometim es hamper eco n o m ic 
progress are caste systems, sectional and tribal animos- 
ities, fingmstic and rfHgjkiif differences that i mpe d e na- 
tional unity and commun ication, and adherence to out- 
moded traditions. For example, die people in one of the 
poorest African nations regard agriculture, trade, and 
m a n ufa ct ur ing as lo w c as t e occupations -the raising of 
livestock being the only respectable pursuit ~ although 
die country badly needs these activities. In another, 
there are some 48 different tribal groups, many with de- 
ferent rebgious system, languages, and cultural habits. 

In many countries the rich send their children 
abroad to study in foreign universities, but too often 
these students obtain degrees in fields that give diem 
high prestige bpt have little practical value at home. 
Thus, there is frequently an absence of a mkfcle daes 
made tip of technicians and tradespeople. A few rich 
families at die top control the g over nm ent, refuse-to 
raise taxes on themselves (although they are the only 
ones capable of paying higher taxes), block attempts at 
land redistribution, and fail to take other steps 
necessary for economic development. The great maasee 
of die poor at the bottom are prevented fivm rinng by 
caste barriers or lade of educational facilities. 



Because so mamy of the underdeveloped areas lack the 
resources, technology, and know-how to cope with 
their economic problems, it is widely- although nor 
universally-believed that aid from the richer countries 
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_is absolutely n ecessa ry. Of course, th ere are differences 
of^opinion on how much aid is needed, what foraTit 
should take, how it should be administered, who is 
responsible for providing assistance, and the like. 

At least until a healthy rate of real growth is 
established and the most pressing needs are met, many 
newer nations may need to rely on greater government 
involvement in the economy than would be generally 
accepted in the United States. They must find out what 
resources they already have (the lack of reliable * 
statistics is appalling in many cases), what their prob- 
lems are, arid what reasonable short-term and long-term 
goals they can adopt. An economic program to spell out 
the means by which the goals are to be achieved 
can then be drawn up. Social reforms may be necessary 
to bring about a more equitable distribution of land and 
income; ■ foreign investment might be encouraged 
through guarantees against discriminatory taxation, ex- 
propriation, and property damage; the educational 
system must be geared to the nation's economic needs; a 
sound system of money and banking must be established 
and maintained; social overhead capital must be 
developed; and where population is a. problem, some 
means of curbing population -growth may be indicated. 



. Two points just mentioned merit further discus- 
sion. The first is that- a sound system of money and 
banking is needed not only because it facilitates 
economic exchange and development, but to help con- 
trol inflation. Inflation is often a serious problem in 
developing nations. Ironically, the attempt to speed 
development can lead to rising prices. \ Workers are 
required for needed long-term projects, such as road- 
building. Newly earned wages are often spent 
immediately for consumer goods but the output of con- 
sumer goods does not keep pace; hence, prices go up. 
(The inflation can then feed upon itself as people spend 
their money faster in the hope of beating the rising 
prices.) If workers have been drawn from agriculture, 
prices of food may rise because the loss of farm workers 
may mean a reduced supply or higher costs of produc- 
tion. Meanwhile, the rich put their money in gold, 
jewelry, or real estate instead of .productive enterprises 
and facilities because the value of such items mil rise 
along with the general price level. Some people may 
engage in speculation or put their funds in foreign banks 
or buy foreign securities. 

A second point worthy of elaboration is that means 
of curbing population growth are needed most where 
population growth outruns the rise in GNP. In the late 
1970s, Kenya, the Ivory Coast, Bangladesh, and Hon- 
duras— among others— were experiencing .population 
growth rates of more than 3 percent, which were well in 
excess of the growth in their GNPs. (The United States 



and otherdeveloped countries -such as those in Europe 
~had~just~the~oppositeexperience.-H 



oped countries the Malthusian Law seems to be at work 
—population seems more or less to increase in geometri- 
cal progression while the food supply increases in arith- 
metical progression, that is, population tends to double 
about every- twenty-five years: 1 to 2; 2 to 4; 4 to 8. 
Meanwhile the food supply tends to increase much more 
slowly, 1 to 2; 2 to 3; 3 to 4. But taking the poorer na- 
tions as a whole, their birth rates and population 
growth rates are declining, a trend which improves the 
outlook for greater economic development. 

Aid to poorer nations can take the form of grants of 
money, loans, gifts of capital goods, technical assistance 
(including the use of personnel with special skills), trade 
concessions, etc. U.S. government aid to all foreign na- 
tions has totaled more than $225 billion (net of 
repayments) since 1945. Although altruism has been an 
important motivation for U.S. aid, and although it ac- 
complished a great deal, critics have charged that much 
of our aid has been politically motivated (that is, has 
been used to ensure the friendship of others in the Cold 
War), that too much has gone for military as opposed to 
economic assistance (about one-third of total aid in the 
five years 1977-81), that economic aid to developing 
countries has, on the whole, been too small. The class 
might examine these and other criticisms, attempt to 
determine the benefits that have been derived from 
foreign aid (for the donor as well as the recipient),? and 
decide what future U.S. aid policy should be. 

The amount of aid stated in U.S. dollars should be 
computed as a percentage of GNP and compared with . 
similar figures for other donors, such as France, the 
United Kingdom, Germany, and Japan. In recent years 
the United States has been giving less than one-half of 
one-percent of GNP, while many other nations have 
been giving more. 4 Some people believe that all the 
developed nations should contribute substantially 
higher amounts, and that aid should be channeled 
through the United Nations, the IMF, the World Bank, 
or other international agencies, so that it will be used 
solely for economic development and not for political or 
diplomatic advantage* This, too, should be a subject for 
classroom discussion. 



3. Supporters of aid argue that the donor stands to benefit because 
the recipient will become a better customer for the donor's 
goods and, in many cases, a more stable source of raw 
materials. 

4. If we* took only at aid for economic development— that is, 
excluding,military„aid-rthe Unrted States was giving only 0.2 
percent of its GNP in 1961 , while at least sixteen other industrial 
nations were contributing larger shares of their GNPs. Most aid 
given to foreign nations by the United States is spent on goods 
made he/e and shipped from here. 
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DISCUSSION QUESTIONS 



Economic concepts, ideas, etc;, that might be brought up in answering the questions are' pTinte 
type (boldface). 



1. How would you define a "developing" or a less devel- 
oped" country? 

Relatively low or low productivity; relatively low or low 
living standards; relatively low or low per capita income. 

(a) Where are mcst of the world's developing nations 
located? 



•.i 



(b) Discuss the economic and social characteristics of 
developing countries. 

Lack of capital technical know-how, savings and in- 
vestment; tendency to rapid population growth; 
shaky governments; social customs that hamper 
development. 

2: What is meant by a "vicious tirde of poverty"? 

(a) Explain how this term applies to developing nations. 

( b) , What can be done to end a vicious aide? 

3. What art capital goods? Why are they important? , 

(a) Why is saving necessary in order to create capital? 
Savings and investment; capital fan — ifcm 

(b) How do capital goods contribute to economic 
growth? 

Productivity. 

(c) Why is domestic capital accumulation difficult in 
developing nations? 

Low productivity; bm?ed social capital 

4. Why is the rate of capital formation lower in de v e l op ing 
nations? 

Lack of savings; -flight of capitaT. 

(a) What is the difference between die gross capital for- 
mation rate and the net capital formation rate? 

(b) Why is the net capital formation rate in some poor 
countries actually less than 2ero? 

* 5. Why is it difficult for devefa^natte to attract ca^ 
investment? 

Lack of infrastructure; undeveloped markets; tmtkffled 
and sentskflbd labor force; poltfcal festabitty; 

(a) What can developing nations do to encourage foreign 
investment? 

Stabilize government; provide e ducati o n; create in- 



(b) Why is it difficult to etoranate disguised unemploy- 
ment? 

Subsistence vs. market (arming; 
unskilled, onedncated labor force. 



6. What is meant by social capital (or social overhead 
capital)? Why is social capital necessary for economic 
growth?* 

7. Why is inflation often a problem in developing nations? * 
Supply and demand; high propensity to consume; costs 
and ou tput . 

(a) How does inflation hurt a nation's position in world 
trade? 

luting prices deter sales in export markets. 

(b) How can governments in developing nations prevent 
or hold down inflation? 

Monetary and Bscal potties; increased productivity; 



Discuss some of the social and cultural factx>rs that bfock 
or retard econocne progress inadev^^ 
India What steps can a nation take to ovecome these 
obstacles? What has India done, for example? 

9. Why dp many beheve that the rkher nations should he%> 
die poorer? What* forms can economic aid take? 
nd loans; gifts of 
; trade < 



10; Why do-most developing nations make greater use of 
government planning for economic development than 
does the U.S.? 

11. Compare and contrast the problems faced by the U.S. as a 
de v elop s nation in the ni ne te e nth certury with those en- 
countered bf developing nations in the twentieth. 
CumiilM piigrirtm fnrrfchhTrrr 1 ; tech- 
nology, poUfcal staHfty, etc 



12. Evaluate die nature and extent of American and Soviet 
e c ono mic aid to/ d e v e lo p i n g nations since World War II. 
ended. 

13; Which of the following is thegreatestneedof theoVvelop- 
ing areas today? (a) More capital; (b) more native en- 
trepreneurs; (c) trade; (d) agrarian reforms; (e) curbing 
population growth. Defend your point of view. 

14. wLt is the relationship between population and 
e co no mic growth? 

(a) Why is the population growth rate taken into account 
when examining a nation s GNP? 

Per capita GNP; real growth. 

(b) Why do some econo mi st s say that the Makhusian 
Law of Population is at work in underdeveloped a 
today? * 
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15., Why is American foreign aid often criticized? 

(a) Does aid help the donor as well as the recipient? 



(b) Would it be better to funnel all economic aid through 
the United Nations? Why or why not? 

16. If you were the minister of economics in a developing 
country, what policies would you adopt to stimulate 
growth in your country? 

17. The outlook is Weak indeed for two-thirds of the worlds 
population. While some developing nations will graduate 
to the ranks of the developed, many— perhaps most— are 
doomed to remain dropouts in this important race* 
Discuss this statement. 

18. How can the United States help the developing nations? 

(a) What forms can American aid take7 
Financial; technical; 



(b) Why is it in our. interest to assist economic develop- 
ment in the developing countries? 
International trade; markets; sources of raw 



materials; world peace. 

19* Discuss the World Bank as an international financial in* 
stitution. Indude its purposes, characteristics as an inter- 
national institution, sources of funds, relation to private 
capital flows, and its successes and shortcomings. 

20. Why has there been Widespread interest in the problems of 
the developing countries since World War II? 

(a) Why are agricultural reforms considered a precondi- 
tion for industrial development in the developing 

countries?; 

(b) Why have both the United States and the USSR made 
assistance to these countries a vital part of their 
foreign economic policies? 



ACTIVITIES 



1. Personal letter: Write an imaginary letter to your parents 
describing a visit to one of the following places: 

A school conducted by the Peace Corps in Tanzania 
A rice farm in the Philippines growing 'mirade rice*, 
A typical peasant village in India 

\ , The letter might indude references to such things as food 
r eaten, dothing worn, equipment used, family life, wages 
earned,, recreation, etc. 

2. Table: Construct a table to compare the problems faced 
by an underdeveloped nation with those faced by the 
United States to stimulate e co no mi c growth. 

* 

3. Map: On an outline map of the world, indicate in color 
the areas in which most of die underdeveloped countries 
of the world are located. Explain why these areas are 
underdeveloped. 

4. Co m mittee report: Organize a co m mitt ee to draw up an. 
economic plan for ~Newiandia," a developing nation. Ask 
each member of the committe e to research one of the 
following ingredients of economic growth: (a) a skilled, 
healthy, educated labor force; (b) willingness on the part 
of the people to save and invest their money; (c) en- 
trepreneurship and the spirit of innovation; (d) improved 
technology, plant, equipment, and resources; (e) a stable 
go ve rn m e nt able to promote economic growth; and (f) in-' 
frastructure or social capital (schools, hospitals, roads, 

. railroadsK After thorough discussion, the committee ' 
should draw up a brief report* 

/ 

5. Panel discussion: Organize a pand discussion on barriers 
to economic growth in underdeveloped lands. To ensure 
informed discussion, assign each of the following topics to 
a member of the pand: (a) lack of capital and technical 
know-how; (b) lade of saving and inv e stm e nt ; (c) lade of 



infrastructure or social capital; (d) unrestrained popula* 
f Hon growth; (e) under- or o v erpopulation; (f) unstable 
g ov er nm e nt . Ask die moderator ol\ the pand to sum- 
marize die discussion. 

6.. Graph: Using information from the international statistics 
section of a recent Statistical Abstract of the United States 
(or any other handy source), construct bar graphs of the 
per capita GNP or the per capita income in six developed 
and six developing co u n tri es. Explain die differences. 

7. Oral report: Ask any of the students who have traveled in 
a developing nation to talk about their observations of Hv- 
ing conditions of the people of the country. Have the dav 
point out the economic concepts that apply to the situa- 
tion., 

8. Oral reports: Ask jthe students to do library research and 
report to the dass on one of the following topics: 

The revolution of rising expectations 
United Nations technical assistance to developing 
nations 

The World Bank and the developing nations 
The Green Revolution 
The PoinTFour progratn 

9. Library vttt: Ask theschool librarian to present a talk on 
pictorial material, periodical literature, and books avail- 
able on developing countries. FoDow die talk by a brows* 
ing session. On the following day, a discussion of findings 
can take place. 

10. Bulletin board display: Ask a committee to plan a bulletin 
board display on the developing countries. Indude pic- 
tures, maps, student-made tables, charts, and cartoons , 
that indicate the problems and aspirations of such coun- 
tries. 
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11. Panel dbcuMiqfi: Organize a panel discussion on the 
strengths and weaknesses of the American foreign aid pro- 
gram. For a better discussion, have each" panel member 
research the contributions and the shortcomings of foreign 
aid in a particular country. Sources: Readers' Guide to 
Periodical Literature, a recent World Bank Development 
Report, or a recent OECD report on Development Cor- 
poration. 

-12. Game: ftay "Development" , which simulates relations be- 
tween the developing nations of the world and two major 
powers that compete, partly through foreign aid; for the 
loyalty of the developing countries. (Grade level: 7-12; 
playing time: 2-4 hours; no.^ of players: 25-35; Science 
* Research Associates) 

13. Hlmstrip: Feeding the Worlds Peoples disoisses the prob: 
lems posed by population growth,. especially in underde- 
veloped countries. (42 frames; bkvt; Current Affairs 
films) 

14. film: And Who Should Feed the World? (Color, 54 min.; 
McGraw-Hill films, 1974). 



Sound Hlmstrip: Show The Green Revolution, which 
takes up the economic promise and the ecological cost*, of 
this latest attempt to feed the hungry planet. (New York 
Times) 



15. 



16. Com mitt e e report: Ask a committee of students to inves- 
tigate why food is "the number-one problem of the 
developing countries." The committee might seek answers 
to questions such as: 



(a) Can inadequacies in food supplies be traced solely to 
the vagaries of weather? 

(b) What other difficulties are involved? 

(c) If there are food shortages abroad, why is less than 3 
percent of HwrA meri c an wo rk - f orce engaged in grow^ 
ingfood? 

(d) According to the Malthusian theory, population tends 
to grow faster than, the food supply, resulting in 
famine, pestilence, and war. To what extent is this 
theory true for advanced or industrialized nations? 
For the developing nations? 

17. FUmstrip: The Third World, Part 11: Aid and Economic^ 
(1981). Describes tile role of the World Bank and Interna- " 
tional Monetary Fund in assisting developing nations. 
However, problems of poverty, famine, disease, malnutri- 
tion, and illiteracy make the prospect of. impro v ement 

- bleak. (Sound, 11:23 min.; The Associated Press and 
frehtke-Hall Media/Inc, 150 White Plains Road, Tarry- 
town, NewY6ri^lQ5W) 

18. IVoWemfdraiirfysk:IftheOr^^ 

porting Countries (OPEC) were to collapse, whowouldbe 
helped? Who^rould be .hprffWhyf 

(a) HowwcuWihe^ 

in the United States and in foreign larkls? 

(b) How would the end of the oil cartel affect American 
householders and car owners? 

(c) Would declining oil pikes help or hurt developing 
countries as a whole? 

(d) Why are banks in other countries concerned about the 
effect of a drop in oil revenues on their loam to oil- 
exporting nations? 
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, Topic 20 



Competing Economic Systems 



Economic Fads, Concepts, Prlndptae, ror Problem* 

► Capitalism 

► Socialism 

► . Communism ; * 

► Mixed economies 

► Market socialism 



IA^hen Nikita Khkuschev, leader of the USSR from 
1955 to 1964, threatened to^burjT the United States 
within the foreseeable future, he was not referring to a 
military assault, but to economic supremacy; He meant 
that the Soviet Union would have greater economic 
growth: rates and higher levels of living than the United 
States, In effect, he implied that the capitalist nations of 
the world would adopt the communist economic 
system^^ 

So far, the record shows that thfe United State and 
other noiKommunist countries have little to fear. Amer- 
ica still enjoys one of the highest standards of living on 
earth , and over the long term the rate of real growth per ] 
capiu has been healthy. With approximate!^! percent 
of the labor force engaged in agriculture, the-United^ 
States not only produces all die food it needs but has a 
surplus besides. Meanwhile, in 1980 the Soviet Union 
had an estimated 20-23 percent oif its workers in agricul- 
ture and communist China had some TO percent The 
U.S. per capita GNP is somewhat more than double that 
of the USSR, Per capita use of energy (one good indi- 
cator of living standards) in die United States in 1980 
was twice that of the Soviet Uiiion. Such consumer 
goods as eggs, beef, milk, tea, cigarettes, soap, men's 
suits, and cotton T-shirts are considerably more expen- 
sive to a Russian than to an American- that is, Russians 
must work much longer to be able to buy these goods: 
from two to tea times longer in March 1982. To earn 
money for pantyhose, a Russian had to work twenty 
times longer than an American, while the cheapest 
aspirin required five minutes of work in the United 
States but almost 250 minutes in the Soviet Unicoi. 1 

On balance, Americans enjoy a much higher level 
of living. The often low quality of products and the lack 



of adequate supplies of many goods and services in the 
Soviet Union also increase the spread in living levels— 
Russians spend a lot of time waiting on line, not always 
with successful results. One reason for the shortages and 
the poor quality of goods is that while the Soviet Union 
has less than half as large a per capita GNP as the United 
States does, it devotes a smaller percentage of its pro- 
duction to consumer goods and a greater percentage to 
capital investment arid to the military. 

Under capitalism (also called the private enterprise 
system, the, market economy, the market price system, 
the profit system, and the like) most productive 
rttour^^lmvatriy owned andx f ew 



exceptions, govermrient does not tell businesses how 
much to produce; to whom they qui sell their output, or 
wfiat they should charge. Producers hope to cover all 
costs eU^^ve^eBou^Jeft over to earn a profit. Con- 
sumers guide economic activity by^theirMrillingness (or 
lade thereof) to.buy certain goods and seryicesrlf coth^ 
sumers flock to stems to buy home or personal com- 
puters, business will soon get the message. Productive 
resources will be shifted into the output of such com- 
puters as profits in that industry rise. If consumer de- 
mand for these computers declines,, sales will go down, 
prides will probably fall and profits will be lowe^or may 
be replaced by losses-at least for some-companies. 
Resources being used to make computers will be drifted 
to the production of other things that producers, .ctti^ 
sumers, or markets abroad may want. That is no 
overall economic plan. Production arid other basic 
economic dedstons generally result from what goes on 
in the market, which largely registers the intention to 
buy goods and services at the lowest price possible and 



The latter difference may seem strange since medical care is 
considerably more expensive in the United States than in the 



. Soviet Union. Some services such as men's haircuts and movie 
admissions are also relatively cheaper there than in the United 
States. 
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producers trying to sell them at the highest price possi- 
ble. 

In communism 2 the important econbmic decisions * 
are made by a central authority. An arm of government , 
ma y decide that there should be more tractors and fewer 
pleasure cars producedrThe^means-of-production-are — 
owned and are controlled by the gbvernment.. People 
will, of course, own their consumer goods, but the 
government can have a powerful influence on the 
amount and distribution of those goods. If, for example, 
private ownership of automobiles is to be discouraged, 
tKis can be done by keeping the supply low and the price 
high, or by outrightjrationing. 

A communist nation will have an economic plan 
for each year or several years. A central planning group . 
from, say, government, the armed forces, and industry, 
or a central planning agency such as the GOSPLAN of 
the USSR, sets economifc goals and formulates a plan for 
deciding how much steel, iron ore, electricity, and so oh 
will be needed to meet the goals. Every farm, factory, 
and mine becomes part of the plan and receives a certain 
amount of labor, machinery, and raw material; Each 
enterprise will be expected to produce a minimum 
amodnt. It is charged that this leads to inefficiency, 
because managers may ask for more resources— labor, 
machinery, materials -than they need in order to fiM 
their output quotas, or may put a low ceiling on their 
productive capacity in order to be sure to meet the 
quotas. Supporters of the cqmmuitist system claim that 
it is "depression-proof because the plans guarantee full 
employment, thus} avoiding idle labor, unused plant 
capacity, and other wastes that occur during recessions 
in the capitalist countries. 

Socialism is more difficult to define. It is sometimes 
seen as a system falling between the extremes of pure 
capitalism and pure communism, and as such it can take 
many forms. Some use the term synonymously with 
communism or consider communism one form of 
socialism. In practice, there are, as this is being written, 



VSv 2, The next several paragraphs deal with communism and 
^socialism as those terms are cbmmonly used today. One of the 
features of this use is that "communist" countries are con- 
trollechty communist parties. Note, however, the tendency of 
communfet countries to call themselves "socialist"— for in- 
stance the official name of the Soviet Union is the Union of 
Soviet Soc/a//sfRepublics. The latter usage harks back to Karl 
Marx's distinction between socialism and communism. Accord- 
ing to him, socialism* is an interim stage between a nation's 
movement from capitalism to communism. For Marx, one of the 
characteristics of the socialist stage was that all people who 
worked would be paid what the Work was worth, as embodied in 
Marx's phrase "from each according, to his abilities, to each 
according to his labor." Under cpmmuhtem, Marx said; the rule 
would be "from each according to his aoiHiies, to each accord- 
ing to his needs.** In Marx's sense, no c6um.ry.has yet reached 
that stage of communism. 



no developed "socialist" countries in existence except 
those controlled by communist parties (see preceding 
paragraph and footnote 2). Some countries may prac- 
tice a certain amount of economic coordination or plan- 
ning, e.g. Japan and, more spottily, FranceV^Ih many 
countries, the government owns one or more large and 
importanbmdustries-such^st^ arich- 
radio and TV broadcasting, and almost aH countries 
apart from the United States own their own railroads 
and airlines. Inlfact, as this was being written, majority 
control of the French government was held by the 
Socialist party. The socialist government newly na- 
tionalized a number of industries, 'but .it did not 
establish a thoroughly "socialist" economy. In short; 
there are many examples of .mixed economies (see 
below) in the noncommunist world, but no completely 
Socialist ones. Socialist parties may at times be in the 
U&jority and form governments in some countries, but 
this does not mcfan that they will-or can-convert the 
economies of such countries into outrightly socialist 
ones by instituting some form of government ownership * 
of almost all the means of production; 

Today we of ten use the term mixed economy to 
describe many economic systems. Although private 
ownership prevails in the United States and major deci- 
sions are still made in the free market, there is a con- 
siderable amount of public ownership (subways and 
local bus lines, Veteran's Administration and other 
hospitals; beaches and other recreation areas, the Ten- 
nessee Valley Authority, fqrexample)-andi^^ 
tervention by ""government in the econojnic process. 
Regulatory agencies such as the Food and Drug Ad- 
ministration, the Securities and Exchange Commission, 
and the Federal Trade Commission have been on^the 
scene for decades. Social security, welfare payments, 
minimum wage laws, farm subsidies, and. government 
intervention in labor disputes are other examples of how 
capitalism is modified in the United States. Economic 
systems are not "pure" in communist nations either. In 
the Soyiet Union a few small businesses are owned by 
individuals, and people who work on state or collective 
farms may sell the produce of private plots they culti- 
vate in their spare time at uncontrolled prices. Private 
farming is important for some crops. It accounted for 
less than 2 percent of the USSR's total farmland in 1982, , 
but produced 61 percent of the nation's potatoes and 
more than 50 percent of its fruit. 

The term market socialism has Seen used to 
descril* the efforts of the Peoples Republic of China 
(mainland China), Hungary, and, most of all, Yugo- 
slavia, to combine a hitherto completely planned 
economy with market forces. Market socialism differs 
from place to place, but generally implies some or all of 
the following: a significant amount of decentralized 
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decision-making by both large and, small enterprises, 
competing enterprises which are differentially rewarded 
on the basis of efficiency and ptofitabilityrcompensa- 
tion of workers based on the quantity and quality of 
their work, worker participation in the management of 
enterprises, and market determination of certain prices. 
Government ownership of the chief means of produc- 
tion continues, however, as does a central planning 
board to determine broad national economic policy. 
There continues to be substantially more government 
control under market socialism than in the typical mixed, 
economiesiof capitalist systems. 

Another commqn way of categorizing economic 
systems is to refer to them as traditional, command, or 
market economies. Such factors as religion, custom, 
and habit may be the major elements in the making of 
economic decisions in traditional economies. For exam- 
ple, the production of certain goods and services may be 
limited to particular groups in the society, and out- 
moded techniques may be retained because "we've 
always done it that way." In the modern command 
economies— i.e., communist economies without an ad- 
mixture of market socialism —all the major decisions are 
made Jby a central authority. The basic economic ques- 
tions of what to produce, how much, by what means, 
and* for whom are answered by government. The 
market economy is basically the capitalist system briefly 
described above. 



Political systems are sometimes confused with 
economic structures. Jn theory, any kind of political 
system-can coexist with any kind of economic system. A 
capitalist economy is no guarantee of political democ- 
racy, although the two seem to go well together; the 
United States is a prominent example. It may be that, c iri 
practice, a certain amount of economic or even political 
freedom must be sacrificed as a nation's econpmy 
becomes more and more centralized. e We have yet to see 
a long-lasting socialist economy that is combined with 
political democracy; the combination would seenudif- 
ficult to achieve— many would even say it is impossible. 

*The study of comparative economic systems is dif- ' 
ficult because it is hard to separate purely economic 
considerations from political, philosophical, and even ( 
religious considerations. "Capitalism," "socialism*," and 
"communism" are emotionally charged words, conjur- 
ing up vastly different feelings in different individuals. 
It is imperative that a set of operating definitions be 
agreed upon for classroom use. As much as possible, an 
objective, scientific, unemotional, and analytical ap- 
proach should be employed. Values can, of course, be 
considered in the study of comparative economics, but 
both teacher and student must be sure.to differentiate 
between knowledge and belief, between fact and sup- 
position, and between hard-headed ' analysis and 
ideological commitment. 

s 



DISCUSSION QUESTIONS 



6 Economic concepts, ideas, etc., that might be brought up in answering the questions are printed in heavy 
type (boldface). 



1. Why do both the United States and the USSR carefully 
watch each others growth rates? 

Economic growth as basis of economic and political 
power. c * 

(a) How do you account for the fact that the American 
GNP is double trjat of the USSR7 

Stages of economic development; productivity; profit 
incentive. * s 

(b) Why did the Soviet growtr/rate exceed that of the 
United States during the 1950s and 1960s? 

Reconstruction after World War II; Seven-year plans. 

/ 

(c) Account for the recent slowdown in the rate of Soviet 
- economic growth. / 

Crop failures; priorities to armaments. 

2. Capitalism differs the world over. 

(a) How would you define American-capitalism ix\ the 
1980s? 

Mixed economy; freedom of enterprise; government 
regulation; profit incentive. 



(b) Define each of the following institutions' or 
characteristics of capitalism and mention the restric- 
tions that society places^on each: 

(1) Freedom of enterprise (4) Private property 

(2) Competition (5) Profit motive 

(3) Free market (6) The "invisible hand" 

(c) "A capitalist economy is no guarantee of political 
democracy, although the two seem to go well together 
at least in the United States." Explain. 

3. How do you account for the fact that the standard of liv- 
ing is higher in the United States than in the USSR? * 
Per capita income; productivity; profit motive; economic 
freedom; role of unions. 1 . 

(a) Explain why the American economy is called 
consumer-oriented. 

(b) Contrast the role of labor unions in the United States 
with labor unions in the Soviet Union. 

4. The term "market socialism" has been used to describe the 



112 



, efforts of China, Hungary, and Yugoslavia to combine 
their planned socialist economies ivith market forces. 

(a) How does "market socialism" differ from the "social- 
ism" in the USSR? 

Decentralized decision making; competition; incen- 
tives, " 

(b) How do the markets of "market socialism" differ from 
the markets found in capitalist economies such as that 
of the United States? 

Central planning to determine broad national 
economic policies and programs; government con- 
trols; government ownership of large-scale or basic in- 
dustries* , 

5. 'The economies of both the United States and the USSR 
are mixed economies " To what extent is this a.true state- 
mefit? • 

6. In the USSR, the state uses "the priority principle of 
resource allocation." 

(a) What sectors of the Soviet economy have received* 
high priorities in the past? 

Heavy bask industry; armaments; capital goods* 

(b) How are resources allocated in the United States?: 
Price system; markets* 

(c) How are prices generally determined in the 'United 
States as compared with prices in the.Soviet Union? r 

(d) Are prices most likely to reflect costs of production in 
the Soviet Union or in the United States? Why? 
Market vs* command economy » 

7. Critics'of oujr economic system say that major economic 
decisions in the United States are made by comparatively 
few individuals. Do you agree or disagree? Why? 

(a) Why is concentration of economic power possible? 

(b) Can the same criticism be made of other economic 
systems such as that of the USSR? 

o 

8; Although the basic/economic problem-allocating scarce 
resources among competing" wants -is the same in both 
. countries, econonjic planning in the United States differs 
greatly from planning in theSoyiet Union* 

(a) How is economic planning carried out in the USSR? 

(b) How does economic planning take place in the United 
States? 

Private enterprise; market forces; loi%-range planning 
by some firms; modest amount' of government plan- 
ning and cooperation , between government and pri- 
vate enterprise* 

(c) How does the free competitive market accept or reject 
the many individual private business plans in the 
United States? 

Supply and demand; profit and loss; market prices^ 
competition; consumer's role* 



(d) Why do.the Soviet planners argue that their system is 
Tdepresslon-probP?^ , 

- t> 

9. Why'have the Soviet planners emphasized heavy industry** 
and capital goods? 

Capital f qrmation and productivity* 

(a) How do high rates of capital formation help to speed 
up industrialization? 

(b) How has the generally disappointing performance of 
Soviet agriculture retarded the Soviet Union's ambi- 
tion of becoming the leading world economic power? 

10. How does socialism differ from capitalism? 

(a) Evaluate the major socialist criticisms of the capitalist 
system. 

(b) Why are ^socialists especially critical of income 
distribution under capitalism?. 

Poverty problem; discrimination in employment; 
unearned income . 

11. How does additional economy differ from a command 
economy? How does a market economy differ from both? 
Which system do you prefer? Why? 

12. One of the handicaps of underdeveloped countries has 
been an insufficient supply of entrepreneurial talent/ • 

(a) What is an entrepreneur? How do CTta^epnmew con- 
tribute to production? £ 



(b) Do communist countries need entrepreneurs? 

youransweh f 
Role of innovators, risk-takers, and organizers -the 
individual entrepreneur can be eliminated, but the en- 
trepreneurial function cannot. 

13. The Bolshevik* nationalized most Russian industry 
without too much dtfticulty* Why did the colkxtivixation 
of. agriculture arouse strong resistance? 

14* Explain how each of the following imaeased the rofe^of 
gbvernment in economic life during the twentieth century* 
(a) U.S. aid to Western' Europe after World War II; (b) the 
Great Depression of the 1930s; (cj urbanization; (d) the 
commitments of the "welfare state* 

15. Compare: (a) the standards of living in the United States 
and the Soviet Union; (b) the stability pf the two 
economies; (c) the incentives used/by the Soviet ami 
American economies* Which do you prefer? Why? 

* ' t 

16. Why do we still have "jackets of poverty" in tfclUnited 
States? 

• Distribution of income; inequalities of opportunity and 
ability* .7 

17. Discuss some ways-iii, which (he American economy 
changed since theMcKinley adnunistration (1897-1901). 
Growth of GNP; business ' concentration; unions; 
economic role of federal government; fiscal and monetary 
policies. 
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ACTIVITIES 



1. Continuum! Draw a horizontal line, and plaqe the names 
of the world's leading countries in a sequence from "com* 
mand economies? at one extreme of the continuujn to "free 
market economies" at the other. 

2. ^Student reports: Ask students to do library research and 
report on one of the following topics related to the Soviet 

economy: 

% Soviet agriculture: collective farms, state farms, and 
family plots 

Soviet farm problems 0 x * 

Soviet economic growth 

Incentives in the USSR 

Is the Soviet Union a classless society?* 

3. Table of economic systems: Ask the students to sum- 
marize in a three-column table the strengths an4 short- 
comings of the following economic systems: American 
capitalism, Swedish welfare state, and Soviet com- 
munism. 0 

4. Map:, On ah ^outline map of the Soviet Union haveo 
students ^indicate with the use of colored' pencils br 
crayons tine principle geographic (or climatic) regions of 
the country, and to locate and label the chief agricultural, 
mining, and industrial regions of the USSR. 

* 

5. Bulletin board display: Appoint a committee of students 
to prepare a "Yesterday-Today Bulletin Board Display ' 
about either the economy of the United States or the USSR 
in "1900 and now. -Include pictures, maps, pictographs, 
tables, and charts prepared by the students. 

6. Debate: Resolved: y That consumer sovereignty does not 
exist to any appreciable degree in the USSR. * » 

7. Table: Ask.the students to prepare a table comparing the 
American and Soviet economies in the following respects: 
use^of incentives, method of allocating resources, nature 
of economic planning, and the roles of management and 

prices. . » 

8. Library research: Ask the students to investigate the* 
^changes that have taken place in the Soviet economy since 

the death of Stalin. Advise them to consult \b\t c Readers' 
Gyide to Periodical Literature for current articles bearing 
on this topic. 

9. Graphs: Use a graph to show changes in the "real" growth 
rates of GNP in the United- §tates and the Soviet Union 
between 1970 and the most recent year for which data is 
available. ^ 

<* 

10. Reports on the economies of Western Europe: Ask the 
students to do library research and present brief oral 
reports on a mixed economy in one of the countries of 
Western Europe. 



11. Game: *Bal3icer." To show the interdependence of the 
world economy, Baldicer treats such issues as the popula- 
tion explosion, inflation, unequal distribution of resources 
and technology, and competing styles of economic 
organization. (Grade level: 8-12; playing time: 2-4 hours; 
no. of pliyers: 1(^20; Baldicer Games) 

12. Student committee: Appi&iL^ committee of students to 
investigate the role of each of the following in making and^ 
carrying out Russia's five- and seven-year plans: 

Presidium of the Central Committee of the Commu- 
nist Party 
GOSPLAN , 
GOSBANK N ' 

Ministries of the Soviet government * ♦ 

Regional economic councils 
c Plant manager 

Assign individual students to present one- or two-minute 
reports on e*ach agency listed. • 
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Hlmstrip: Comparative Economic Systems (1962) points 
out . how laissez faire and mixed capitalist, communist, 
fascist, and socialist systems cope with the fundamental 
economic questions. (35 frames, color; McGraw-Hill) 

Filmstrip: American Capitalism: A Flexible and Dynamic 
System (1962) discusses the theory of capitalism as envi- 
sioned by Adam Smith, and the American "mixed econ- 
omy" as it exists tgday. (Economics fqr^our Times Series; 
McGraw-Hill) 



15. 
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18. 



19. 



Position paper: Write a position paper on the case for pr 
against increasing the amount of foreign trade between the 
USSR and the United States. 

« 

Film: Comfnmism vs a U.S. army film that explains the 
history, structure, and political nature of communism. <31 
min;| Du Art tilth Laboratories) 

diary: Write an entry in an imaginary diary op 
one of the following topics: 

A shopping trip in Moscow * * , 

' A day in a Soviet classroom 
A day on a collective farm 
A visit to a culture park 0 * 

Use a library to obtain information on the topic of your* 
cfioice. ' i 

Filmstrip: Communism and Economics (1963) compares a 
communist-oriented economic system with an American- 
style market-oriented economy. (42 frames, LP record, 
color; Society of Visual Education, Inc.) 

Problem for analysis: The Council of Ministers in the 
USSR has decided ttiat agricultural production must be in- 
creased as a step preliminary to increasing total national 
production, As a member of the State Planning Commit- m 
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tee (GOSPLAN), you are assigned to plan for these in- 
creases. To do so you must be able t6 answer the follow- 
ing questions: 

(a) How can the Council of Ministers justify increased 
emphasis on agriculture as a means of increasing total 

* national production? 

(b) Which industries would need larger allocations of 
workers and resources in order to help agricultural 
output to mcrease 4 ? 

(c) What difficulties would be faced in planning shifts of 
workers and resources in an economy where there is 
relatively full employment? 



Now return to your role as an American student. 

(d) Suppose the United States needed to increase its. 
agricultural output. How would the various industries 
that are related to agriculture know that they ^11 
have to produce more in order to supply more 
resources to farmers? < 

(e) Is the chance of making errors under the Sovitop 
Union's system of central planning less than, as great 

as, or greater than it is under the American system of 
individual planning? Why? 
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Topic 21. 

Domestic Problems Today 

. - ■ \' . • •■ ) 

.Economic Ffectt, Concepts, Principles, or Prbbioms 

Unemployment 

► The farmer , 

► Consumer protection 

► Distressed areas 

► Poverty and discrimination 

^ ► Environment • - , 

Urban problems 
Energy 

Crime" c 



n 



► 



Thkoughout this ci ide we have emphasized eco- 
nomic problems and have suggested ways of relating 
historical events to all types of current questions, for it 
' is our belief that the ma or reason for studying history is 
, to help us better to understand the issues of today. The * 
teacher who has been, fortunate enough to cover the 
whole range of American history right down tq. the pres- , 
ent and who still has time, can do much more than 
simply review previous lessons. Current problems that 
have only been touched upon can now be examined in 
greater depth, and others can be introduced. Remember 
that today's events are tomorrow's history. 

A good daily newspaper will contaiif many items 
that have something to do with the kinds of economic 
issues relevant to a course in American history. Re- 
cently, we selected at random a daily newspaper 
published in a large midwestern city and found 46 items 
dealing with economic topics.* About one-third of these 
were in the first section of the paper, not in the financial 
section. A week later we examined another issue of this 
newspaper and found 82 items dealing with economics, 
31 of which were in the first section! Among the prob- 
lems dealt 'with were recession, energy, youth 
unemployment, labor disputes, taxation, rising prides, a 
water shortage, the cost of education and welfare,, a 
housing monopoly, the cost of vandalism in the schools, 
aid to farmers, wage rates, the costs of pollution, pov- 
• erty, economic discrimination against women, urban 
planning, and economic growth. These problems were 
current in the early 1980s, and it is probable that many 
will be receiving public attention for years to come. 
Other issues will certainly arise, and the student who 
has been equipped with the Basic "tool kit" of 
economics, history, and other social sciences will be 
prepared to understand them as well. * 
J Pollution was touched upon in Topic 12, but merits 
much more attention. The class should first dearly "state 



and define the problem. What are major sources of 
pollution? What are the costs of portion? In, some 
cases, fairly precise figures for the costs of pollution are 
available. Fpr instance; in the Ohio River basin, mine 

I drainage, caused $1,143 million worth of damage to 
steamboats and barges in one year. In New York City in 
1970; it cost approximately $3.6 million to dispose of 
- Abandoned cars, while ^Philadelphia* spent about $2 
million more than its regular garbage ^nd refuse collec- 
tion costs to dean up littered streets. \ 

> But many pollution costs are quite difficult or even 
impossible to measure. Some may be in ierms of human 
illness and death. Some may^be in terms of damaged or 
lost bounties of nature, such as when a lake or stream 
becomes polluted or when forest land is destroyed for a 
trivial reason. Some may be in terms of lost recreational 
"facilities when an area becomes overbuilt. These are real 
costs to spefety, but frequently at best only an approx- 
imate cost can be placed on the loss. 1 

Who bears the costs of pollution? To a great extent 
these are social costs or external costs. That is, they are 
costrborne by people other than the producers or con- 
sumers whose economic activities bring on such costs. A 
firm ordinarily passes its costs of producing its product 
on to a consumer. Part of the costs of say, a car is attrib- 
utable to the wages of the workers who bulk it, the 
value o£ the raw materials used, the cost of the buildings 
araf machinery employed in manufacturing the vehicle, 
the salaries of management, the cost of the dectridty 



1. For example, in the early 1960s it was estimated mat air pollu- 
tion cost more than $20 biMion a year in damage to human 

- health, plants, materials and property vskys. It was nqt possible 
to ascertain how much more than $20 oiHion the figure, may 

* run to. • 
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and fuel used up, and so on. These are internal costs, 
paid directly by the firm and indirectly by the buyer of 
the firm's output. If, in the process of making cars; the 
manufacturer pours harmful wastes into a nearby stream 
and smoke containing harmful chemicals into the air, 
some of the costs of producing the vehicles are borne by 
others— people who neither buy the cars nor are the 
firm's employees, owners, managers, or. bankers. The 
taxpayers-at-large must pay for a public water purifica- 
tion plant to clean the polluted stream, : and the building 
owners who must paint their homes more often because 
of smoke damage also pay some of the costs of produc- 
tion. They are paying the social or externaLcosts. Ac- 
cordingly, one of the. proposals for dealing with pollu- 
tion is that the costs of ^ollution.be internalized— that 
is, borne by the producers and consumers who benefit 
from it or are responsible for it. Tjyo common fpnrisipL 
internalization are tp install equipment or processes that 
will prevent the pdlution or to pay charges equivalent 
to the community's costs for cleaning up the pollution. 

Proposed pollution "cures" must beexamined from 
an economic point of view. WhaMviU each proposal 
cost? Who will ultimately bear the cost? How will 
resources be , reallocated? In 1972, a chemicakplant in 
Saltviile, Virginia, was closed down because it had been 
polluting the, water and the air. Some of the cost of 
halting this pollution was borne by the plant's owners; 
they would rio longer derive an income from its opera- 
tion. The plant's 900 workers (in a town of only 2,500 
persons) lost their jobs, so they too incurred some of the 
cost. The area's school system suffered because the plant 
was dropped from the property tax rolls with the ? result 
that 49 teachers plus other employees w^re dropped 
from the school system* (The teacher-pupil ratio rose, 
the school nursing service ceased, and athletic programs 
were curtailed.) The decision to dose the plant was ob- 
viously very costly to the load area. 

^However, the long-run effects of combating pollu- 
tion can be economically beneficial. Pollution control 
has become in itself an important new industry and a 
source of jobs. Because pf the demand' for controls, 
many firms Jljat create pollution problems are seeking 
hew and better production methods. Reading (reclaim- 
ing waste products for reuse or for new uses) offsets 
some of the costs of pollution control. For example, bot- 
tlers can wash and refill glass containers, some of the 
waste materials from meat-packing plants can be made 
into fertilizer, arid^rtain cKstillery wastes can be dried' 
and used for cattle feed. * ' 

Cost-benefit analysis is needed when antipollution 
measures are "contemplated. For instance, it obviously 
didn't pay one oil company to recover sulphur and 
sulphuric add from the wastes it generated unless, it 
raised its prices because it only got bade ten cents for 
every dollar it expended. However, a large chemical firm 
that had been polluting the Mississippi Rivero spent 



$750,000 for a recyding system, cut pollution by 90 per- 
cent, and saved the firm $250,000 a year in material and 
water costs. It is probable that the loi^g-run net effect of 
many or even 55 most pollution controls will be'good for 
the economy, but it is also important to realize that there 
will be sh6rt-run costs and dislocations that impose 
higher costs on some firms or people .than on others. 

As already alluded to, among theva#ous schemes 
for pollution control a*e effluent or emission fees, tajces, 
and direct. government control. Fees act as negative in- 
centives. Under a fee system anyone discharging a 
damaging form of smoke into the air or sewage into 
water pays charges based" on-the emission of smoke per 
hour or the gallons of sewage effluent. These charges in- 
duce people or firms to keep pollutants below Specified 
levels^ A "dispo sal tax" on materials such as discarded 
automobiles and used packaging cah help pay the c^st 
of disposing of such items. Governments can pasl 
antipollution laws and assess fines and eyeu impose im- 
prisonment on violators. (In 1982, the president of 8|n 
oil refining firm in Pennsylvania was fined$750,000 and 
sentenced to a year in jail for allowing the firm's produc- 
tion facilities to dump toxic waste in violation of a 
clean-water regulation:) 

Students "ii^t\n^'a:il^ of the progress that 
has been made in dealing up the environment. For ex- 
. ample, in 1983 it was reported that the air in twenty ma- 
jor dties was deianer than it had been ten years earlier. 
. Some waters once considered "dead" (such as lake Erie) 
had started to show significant improvement Yet, more 
than a hundred counties in thirty-one states were unable \ 
to meet dean-air standards. Much more, obvibusly> re- 
mained to be done. 

In any event, everyone will be forced to help pay to 
the^bill. Few Americans willingly give up their, cars, but, 
pay higher prices for them because of the pollution con- 
trol systems they contain. .The higher prices no doubt 
cause car sales to be somewhat lower than otherwise; 
consequently somewhat fewer auto workers are 
employed, some gasoline stations and auto accessory 
shops go out of , business, and so on. Thtis, dealloca- 
tion effects of an kppiurently simple pollution control ac- 
tion can become extremdy complex r^far more complex 
than we can posribly discuss here in all their ramificar 

Hons. • » 

the auto instance described above-: less pollution 
at the cost of fewer "auto sales, etc. -illustrates how a 
trade-off comes about because of a conflict of 'goals. 
Another example is afforded by a commjunity that im- 
posed drastic new requirements for sewage treatment 
facilities in houses, thereby raising the cost of new 
homes by 30 percent. This requirement slowed and even 
halted sofne housing construction -i.e., new homes 
were"traded off for clearer water. Suggesting that afr 
tention be paid to allocation effects does not necessarily 



imply that controls are unwise, but simply that people 
should try to understand the possible economic impact 
of proposals to decrease or eliminate pollution* 2 , 

Energy will present problems in the future, even 
though there have been cracks in OPECs power. The ef- 
fects of the oil "supply shocks" of the 1970s are worthy 
of study and analysis. What were the immediate effects 
on the American economy? What are the long-run ef- 
fects? How might we cope with similar crises in the 
future7* A * 

Unemployment and poverty appear to be p er siste nt 
problems that merit constant study. The recession of 
1981^2-brought-the-hig h e st un e mp l oym e n t r ate s 
the Great Depression, but for 'many people unemploy- 
ment is a problem even in times of general prosperity . 
And some groups are hit harder than others. Since 
many high school students are about to enter the labor 
force, the availability of jobs ought to be of serious con- 
cern to them. 

' Students might profit by making studies of the 
occupations in which they are interested. What, is the 
demand and supply situation for workers in that field? 
What sorts of education and training are needed? How 
is the industry affected by the business cycle? Will jobs 
be secure during recessions, or are there likely to be 
widespread layoffs? What does the future portend for 
people in this field? 4 

Poverty, welfare, and discrimination aire closely 
related issues. In 1972 some 24.5 million Americans, 
11.9 percent of the population, were living in poverty 
(as defined by the U.S. govenmient). Tenyc^rs later the 
number was more than 30 million-over 13 percent of 
the population. Federal aid to the poor grew front $3.3 



2. in.the 1970s there was a heated controversy over the tradeoff 
between finding new sources of energy and maintaining the 
state of the environment: One example was the, extent to which 
Americans were willing to risk oil splits while seeking off-shore 

oil. 

3. A great deal of material is available for teaching about the 
energy problem. For example, see The t Ecoaomics of Epergy: 
A Teaching Kit (Grades 7-12) (New York: Joint Council on 
Economic Education, 1983): By 1963, over 10,000 schools were 
involved in the National Energy Awareness Program. Check 
to see if your school Is involved: 

4; See Sar A. Levitan and Robert Taggart, The Economics of Youth 
Unemployment, with teaching suggestions by Frances Watkbs 
(New York: Joint Council onXEfconomic Education, 1973). An 
accompanying filmstrip is also available. Another Joint Council 
filmstrip on this subject is Youth Unemployment: Causes and 
Consequences (1979). For research on youth unemployment 
see The Youth Labor Market Problem: Hi Nature, Causes, and 
Consequences, edited by Richard B. Freeman . and David A. 
Wise (Chicago: University of Chicago Press, 1962). ^ 



billion in 1965 to in excess of $52 billion in 1982. In spite 
of efforts to end discrimination, black people appear to 
be carrying the heaviest burden. The black unemploy- 
ment rate between 1973 and 1983 has been about double 
that erf whites. And median blade family income as a 
share of white family income dropped from 61 percent 
in 1970 to 56 percent in 1981. While 11.1 percent of 
whites were classified as being poor in late 1982, 34.2 
percent of black Americans and 26.5 percent of 
Hispanic Americans were so classified. 

In the early 1980s, after years of highly publicized 
affirmative action programs, the median income of 
women workers remained well below that of men-in a 
decade their median income roee from 59.2 percent of 
the income of men to 60.2 percent -a gain of only one 
percentage point. Even women with educational and 
fork backgr ounds comparable to those of te male 
counterparts have not always fared as wdl. A study 
published in 1963 showed that women with MBA 
degrees who started earning the same salaries as men 
qukkly began to fall behind. After ten years oh die job, 
their average salaries were only 81 percent of thoee of 
die men with whom they had started, 9 

V/hat aee the causes of poverty and discrimination? 
Who is affected? The immediate victims of discrimina- 
tion are not the only ones who suffer* If people are 
locked into" low-levd occupations when they are 
capable of doing more sophisticated work, they are not 
producing as much as they could be. Thus, -the - whole 
economy suffers because the nations total output is 
below its real potential. Economists assert that our GNP 
would be billions of dollars higfcr than it is if not for 
discrimination. 

What can be done to end poverty ai*i discrimina- 
Hon? How well have past efforts (such as President 
Johnson's "War on Poverty") worked? A good case 
study would be Appaladua. Between 1965 and 1982 die 
Appalachian Regional Commission spent nearly $5 
billion. The percentage of the areas people living in 
poverty was cut in half, over 1,700 miles of road were 
( built) die infant mortality rate plunged, and die popula- 
tion outflow was reversed. Yet, the area remains 
depressed, with a large gap between its level of living 
and the level that is cons i dered to be the norm in the 
United States. Should further efforts be made in Ap- 
palachia? If so, ought they to differ from the earlier pro- 
grams? Why was the area "depressed" in die first place? 
Other aspects of poverty that might be analyzed are die 
plight of the mall farmer,: problems of migrant 



5. This study was reported in the New York Times, February 20, 

19S3;8ectioriF,p/27. 
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workers, conditions of residents of urban slums; and the 
great disparities in per capita income among the states. 

We axe all consumers, and there will always be con- 
sumer problems needing study and analysis* Do con- 
sumers' actions in the marketplace really guide and 
direct the economy, or are consumers "economic 
infants" who need more government protection? In 
what way does consumer behavior affect the business 
cycle? How important is consumer spending in keeping 
the economy moving upward? To what extent is con- 
sumer credit beneficial? To what extent is it a problem? 
.The teenage consumer has taken on greater importance, 
because erf increased spending by this age bracket How 
is the economy affected by the "teenage market"? ' 
B y 1983, 73 percent of all Americans were r esiding 



in turban areas (cities and suburbs). Gties are con- 
fronted with difficult problems that are bound to affect 
everyone in one way or another. High population den- 
sities (such as Manhattan's 57,000 per square mile) often 
co-exist with steep crime rates, overcrowded housing, 
high disease rates, and serious traffic problems. Another 
major issue faced by cities is the loss of industries (whkh 
also means loss of jobs and lew of tax payments) as 
firms move to the suburbs or other areas of the country. 
Lack of space and traffic congestion are two of the 
reasons why industries move out of central cities. 
Business firms also cite antiquated facilities, inadequate 
consumer transportation and other public services, higlv 
labor costs, high taxes, high rents, rising prime rates, the 
growth of slums, and the exodus of mkkfle-income peo- 
ple. 

Here is what happened in Chicago as a result of facr 
tors such as those mentioned above. Between 1970 and 
1980 manufacturing employment dropped from 440,000 
to 330,000, while empldyinent in the Chicago suburbs 
ros^ from 460,000 to 530,000. White-collar employment 
also declined in the central city but soared in the 
suburbs. 

Many cities find that when middle-income 
people- those who are relatively skilled, who can pay 
relatively high - taxes, and who can bear the costs of 
many services themselves— leave, they are replaced by 
poor people who have few marketable skills, low or no 
taxable incomes, and a great need for public services. 
(For example, during one five-year period Cleveland 
lost 90,000 middle-income persons to the suburbs and 
gained 25,000 poor.) "Erosion of the, tax base" arising 
from the departure of middle-income people, coupled 
with an influx of the poor, puts a great strain on a city's 
budget. 

Many cities need more police, firefighters, teachers, 
social workers, and other producers of services; But the 



raise the productivity (output) of the workers who hold 
them. 4 At the same time there is pressure to raise salaries 
or wages in line with the increases given workers 
elsewhere, such as in manufacturing, in which produc- 
tivity tends to rise along with wage increases. Thus, 
much of the rise in a city wage bill is not offset by higher 
output per workers, and so wage costs may go up faster 
than warranted by that city's revenues* Often the result 
is that the city lays off workers or hires fewer than it 
otherwise might. 

The cost of running most cities has risen foster than 
their revenues, and this has led many mayors to ask for 
more aid from the federal government. The recession of 
1981-82 was particularly hard on cities. Their outlays 
for aid to the poor soared, while their revenues from 
various taxes dropped. In 1982 federal grants-in-aid to 
states and localities were c ut by $6.6 bifficm from the 
1981 level, while, at the same time, citizens balkecTaT 
paying higher local taxes to make up the diff erence. 
There were cities that had to face the possibility of 
bankruptcy. Meanwhile, in some cities, new types of 
private support from foundations and businesses ap- 
peared. Whereas private funding was formerly mostly 
given to cultural institutions such as museums and sym- 
phony orchestras, by the early 1960s some funds began 
to be devoted to buying fire engines, rehabilitating 
housing, "adopting" parks, auditing city departments, 
and many other types of assistance. 

WJ ^ ' 

V*KOfE and ns costs to individuals, families, and sod* 
ety as a whole is a subject that should interest teenagers 
greatly. In analyzing die costs of crime, one should con- 
sider not only die obvious factors such as the salaries of 
judges and law enforcement officers, the cost of building 
and operating prisons and courts, the value of p ropert y 
that is, stolen and destroyed, and the price of burglar 
alarms. One should also consider that crime increases 
prices because many businesses must pay for crime in- 
surance, must replace items taken by shoplifters, and 
may need to hire guard?. There are other lets tangible 
costs, such as the fear of walking the streets at night; 
Cost-benefit analysis can be used to evaluate various 
proposals for dealing with crime or reducing it: will a 
given proposal's benefits exceed its costs? 7 



6. This is hot to imply that productivity increases in the service 
occupations are impossible. Some service workers have 

• substarrtisity increased their output, thanks to such influences 
as better training arid equipment (e.g. computers), 

7. Armfyzfng Crime and Crime Control: A Resource QuHe, 
Economics-Poiittcar Science Series (New York: Jokrt.Council 
on Economic Education, 1981). For a text on the subject; see 
Oaryi A Herman's The Economies of Crime (New York: St 
Martin's Press, 1960). For an excellent collection of readings 
see Ralph Andreeno and John J. Siegfried, eds., The Economics 



nature of many service jobs makes it very difficult to of Crime (New York: Wiley, 1960). 
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And so it goest Nearly every problem of modern 
life has an economic dimension. The plight of the aged, 



the incredibly high cost of medical care, the economic 
crises of many colleges, inadequate housing, airport 
delays, highway needs, the fiscal problems of numerous 
public school systems, the energy crisis, and scores of 
other issues call for economic analysis. In a system in 



which the average citizen has a voice in pubtic affairs, 
either through direct participation in political and 
economic decision-making or indirectly through elected 
representatives, it is imperative that everyone have an 
understanding of the basic concepts that relate to the 
problems of contemporary living and governance. 



DISCUSSION QUESTIONS 

Economic concepts, ideas, etc., that might be brought up in answering the questions arcP printed in 
typo (boldface). 



1. Unless action is taken quickly, "Spaceship Earth* may 
become a dead {Janet. Why have people all over the 
world become c oncerned abou t environmental problems? 
Costs of pollution; depletion of iiataral resources; popula- 
tkm explosion. 



2. What are the major sources of pollution in the United 
States? 

(a) Why is pollution called a social or external cost? 
Internal and external costs of production; variable 
and fixed costs* 

(b) How do external costs differ from internal costs? 

3. Why is the natural environment an important ingredient 
in "the quality of life"? 

4. It is important to understand both the immediate and 
long-run effects of proposals to control pollution. 

(a) - Discuss the immediate effects of pollution controls 

on: (1) jobs in an industry cited for excess pollution; 
(2) profits; (3) taxes; (4) competition from abroad. 

(b) In the long run, does pollution-control legislation 
create or destroy fobs? Explain. 

5. Discuss how cost-benefit analysis can be employed by a 
municipality using a garbage incinerator to generate dec* 
tricity for its parks and public buildings. 

6. Show how effluent or emission fees, taxes, and direct 
government controls can act as "negative incentives.'' 

7. The fight for a safe environments the United States has 
raised many fundamental questions. 

(a) To what extent are you willing to pay higher costs or 
face controls on trie unrestricted use of the; material 
goods (such as cars) that provide us With pur hi^i liv- 
ing standards but often at the expense of the environ- 
ment? 

(b) Are we willing to pay the costs (in money and living 
standards) that an unpolluted environment would re- 
quire? 

Trade-offs'; real costs; cos t- benefit analysis. 



Ending that there seems to be a relationship bet/^GW 
growth and increases in pollution, some e nvuonmenr a fars 
insist that we have a "zero growth rale.* Miny 
economists, however, ~^^yST¥h^lME:^ppi^ii 
would help to provide us with the resources needed to 
combat pollution and other current probleins. DiKuss. 
VVhkh side do you favor? Why? 

Unemployment continued to be a persistenf economic 
problem in the early 1980s. 

(a) VVhkh a^ and racul (or ethnk 

most from unemployment in this decade? Why? 
FricrJonal, seasonal, cvdfcal and 



(b) How does die federal government's fiscal policy tend 
to affect the rate of unemployment? 
Anti inflation actions nun/ faring 
t rates; effects of taxation; \ 



(c) What would you do about the hard^coce 
ployed?' 

Job Corps; retraining; puUk works projects. 



10. Why has the problem of economic msecurity attracted 
great attention in trie twenty . 

(a) How are poverty, di scr imin ation, poor educ a tion , 
and welfare interrelated? 

(b) Why is economic insecurity more serious in an urban 
society?; 

(c) How would you evaluate the cun^ proposals of the 
major political parte (and otriers) for eno^ the 
problem of economic insecurity? 

mk as a guaranteed 
tax, <±m*n to Social 



11. What changes do you foresee m regard to each of the 
following in die years ahead? (a) Women in the later 
force; (b) the economic role of teenagers; (c) the influence 
of rural farm areas on national economic policies; (d) the 
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length of the workweek; (e) the role erf education. Explain 
your, answers. 

12. In recent years economists have been discussing "the 
economics of crime." 

(a) Show how crime affects: (1) the profits of bifsir^sjes; 
(2) the prices consumers pay; (3) the quality of Kfe. 

(b) What is the relationship between the use of hard drugs 
and crime? 

(c) If you were the president of the United States, how 
would you deal with the problem of crime? 

Real costs of aiase; c o s t- benefit analysis spplfcd to 



13. The problems of the poor in rural areas have not been so 
well publicized as the p roblem s of the urban poor in recent 

years. : , 

(a) Has rural poverty increased or decre a sed? 

(b) How xM many "black" souther n . tenant*f armei s ~ and 
sharecroppers tiy to escape the vicious circle of pov- 
erty? To what extent did they succeed? 

(c) Is the small family farm dooined? Defend your 



1 costs; msriwli far Jam output; eiastkity of de- 
msnd for Cubs owtpwi? supply problems^ coMpstWow* 

14. What is meant by 'consumerism**? 

(a) Is government providing enough, too much, or too lit- 
tle protection for the consumer? 

(b) What have been some of die accomplishments .of <- the 
consumer protection movement? s. 

(c) What consumer problems need further investigation 
and possible action? 

15. What steps can be taken to prevent Joday's urban prob- 
lems from becoming insorvable? - 

. Financial problems of dties; erorioa of tax base; traffic 

businesses and the asiddle daas;^bouring» 

, * ** * 

16. Some say that the key to ameliorating or eliminating 
problems in the "inner city* are jobs, housing, and educa- 
tion. 

(a) To which of these would you assign the highest prior- 
ity? Why? 

(b) If you were president, what priorities would you 
assign to the Secretary of Housing and Urban Devel- 
opment? 

17. The tidal wave of progress often leaves distressed areas in 
its wake. 

(a) Why is Appalachia considered a diitnssed area7 

(b) What steps can government, business, and the in- 



dividual, take to alleviate the problem of distressed 
areas? s 

: development; investment; role of 



13. What are the economic problem s confronting old people? 
What can be done to help the elderly? 
Mating low-cost howfc*; medical costs; Sodaf ! 



19. How has Mexico's "population explosion" affected the 
American economy? 

s 

(a) To what extent has illegal Mexican immigration 
deprived U.S. citizens of jobs? 

(b) How has Mexican immi gr a tion affected expenditures 

for schools? relief ? welfare? Explain your an sw ers. , 

«/ - » 

20. Discuss die harmful consequences of unrestrain ed popula- 
tkm growth on the global economy. Would 2ero popula- 

^tion growth be an asset or a liability to the future of 
md? 



21. Fifty years ago, the central business district of a city j 
the hub of the transportation system. Trolleys, railroads, 
ana sunwiyt orougnt wonucrs ana mappers to me nearc 

of the city. 



(a) How has the growth in the number of < 
arid trucks affected Ae central business district? 
Traffic m— tine; M m md of fawfa s try; i l as n sa l of 



(b) Why is public tr anspor ta tion inadequate in many 
cities today? 

Need of m o dentothx ydsdtoe in nmnber of riders. 



(c) How has the dnpersal of industry to the suburbs af- 
fected the urban poor? 

the ^Ktto* dedfeM% job 



22. Why is it difficult to ascertain the amount of poverty in 
the United States? 



) 

^ (a) How is poverty measurW m the United States? 

Pov«tyiy«adM^^f«^^^«^of IM^. 

(b) Do attitudes of the'nonpoor inhibit efforts to end 
poverty? ' 

Poverty considered evidence <of personal i 
defects; deserving vs. 



(c) Why are people poor? 
Ajad; disatilf r?; 



by women with 



(d) Why has the educational system in some cases been 
unable to help young people to escape from the same 
sort of poverty as their parents? 
, Poor schools; Inap propriate curriculum; 
Hon* 
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23V Why have so many middle<la*s families moved to the 
suburbs since the eini of Worid War U? 
Deterioration of neighboAoods; se^ for the good We; 
larger Kvfa* quarters; more outdoor space; better schools; 
less crime; better Jobs, 

(a) How didH the flight of the mkkDe class affect° 
" (1) the tax base of the cities? 

Move of industry and the affluent to suburbs. 

(2) city expenditures? 



Welfare; medicaid; increased city services; 



(b) What is the purpose of urban renewal? 
Increase tax base; elimination of slums. 

(c) Why has the public housing program been a "mixed 
success"? 

Segregation of poor; vandalism; crime. 



ACTIVITIES 



1. Oral reports on poverty: Assign oral reports on various 
aspects of the problem of poverty; For example: 
(a) The persistence of "pockets of poverty" despite rising 

national income. 



(b) Jobs -the solution to most ghetto problems. 

(c) The economic effects of racial discrimination. 

. (d) The effects on earnings of a low level of schooling and 
of a lack of training and special skills. 

2. Position paper: Write a position paper on a sockeconomic 
topic of "unfinished domestic business/ such as sexism in 
employment, pay, and promotional opportunities; racial 
discrimination in housing, business, the professions; 
distressed areas; welfare reform; etc. 

3. Debate: Resolved: That the offid of Protector and 
Defender of the Consumer, with powers similar to those 
of the Attorney General, be established. 

4. Oral reports on co nsumerism : Assign oral reports on 
various aspects of consumerism. For example: 

Ralph Nader: Crusader 
Better buyership 
Organic foods * 
Safe cars J , 
• Recycling of wastes 

5. Forum: Flan a forum on the women's movement for 
rights. Have several speakers. One might discuss the' 
history of the women's rights movement; another the cur- 
rent demands of the movement; and still another a 
forecast of changes predicted by the year 2000. Class 
discussion' should follow. 

6. Co mmun ity survey on consumerism: Ask the students to 
investigate consumerism in their own communities by 
conducting a survey and by interviews. Evidence might in- 
clude the existence of, cooperative stores, .cooperative 
apartments, boycotts of stores, activities of civic and 
women's clubs, etc. 

7. Written reports: Ask the students to report on the ac- 
f tivities of Ralph Nader. A good source of information is 

the series of paperbacks published as Ralph Nader Study 
Croup Reports. 



8. Book report: Many interesting books have been published 
on environmental problem. Ask each student to select 
one book on ecology published within die past ten years 



*and repottonits these andits. recommendations^ 



9. EnvirowKotal hafi of faate: Appoint a committee, of. 
students to nominate m ember s for an environmental hall 
of fame. Ask each committee member to sponsor a can- 
didate. Candidates might include Theodore Roosevelt, 
Franklin D. Rooeevelt, Grfford Pinchc< ^ 
Ralph Nader. 

10. Defcrfes: Resolved: "That die American ecc*iomy * b^ 
prepared to combat the threat of depressiw today than it 
was in 1929. 

Resolved: That high taxes are an indication of the 
wastefulness of go v er nm ent. 

11. RfaMtrip: Show The Changing Role of Women, which 
depicts the link between the suffragist movement and the 
current movement for women's rights. (Sound; Associate d 
Press Spiecial Reports) 

12. FUmstrips: Show selected reels of The 1960s and 77i* 1970s 
, (American Decades Series), which survey political and 

' / economic patterns, science and technctegy, the strug^e 
for human rights, and cultural devetopments during the 
period under study. (Sound, color; International film 
Bureau) 

tt. Gmnrity economic problems: Ask the students to read 
the local newspaper for a prescribed two- week period and 
report on the current- econo mi c concerns of the commu- 
nity as reflected in die n ews pa per. Problems of the state 
can also be handled in this manner. 

14. Graphs Ask the students to draw bar graphs cemtparing 
die number of unemployed white male and female 
teenagen with the ram^ 

female teenagers. Compare the teenage rites with die cur- 
rent unemployment rates for all ages. Use the publications 
of the Bureau of labor Statistics as sources/ 

15. Can*: ^virtmmental Game.* It simulates negotiat- 
ing sessions involving some of the problems of coping 
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with air, water, land, and visual pollution. (Grade level: 
7 12; playing time: 2 hours; no. of players: 4-32; Simula- 
tion System Program) 

V 

16. Filmstrip: Stagnant Economy: Challenges for the 80s 
(1981). Color, 2 filmstrips, 2 cassettes, guide; Associated 
Press Special Reports; Associated Press and Prentice-Hall 
Media. 

17. Rlmstrip: Soda/ Security: b the System Secure? (1962). 
Deals with the problems of the social security system in 
the early 1980s, and ways to solve these problems. 
(Rlmstrip, cassette; New York Times) 

18. Sound filmstrip: Show Consumerism: The Dangers of Af- 
fluence to introduce the students to this movement. 
(Associated Press Special Reports) 



19r Panel discussion: Pian^a ] 



n th e gr o wth of 



consumerism during the twentieth century. Assign to 
various speakers topics such as the Great Depression of 
the 1930s; the New Deal and the consumer, President John 
F. Kennedy's program, Ralph Naders investigations, and 
the effects of inflation since-1973. The moderator might 
summarize the discussion and the question period by 
pointing out recent trends. 

20. Rim: Can the Earth Provide? (1960), dramatically por- 
trays the race between the earth's burgeoning population 
and productivity^ (30 min.; McGraw-Hill) 

21. field trip: Take your students on a field trip to a slum area 
if one exists in your town or city., What are the main 
characteristics of a slum or ghetto? Why did a flight of 
families and business firms to the suburbs occur? What 
families and kinds of firms remained in the central city? 
What can be done to change living conditions and provide 
opportunities for youth living in the slum? " 

22. Committee report: Ask a committee of students to explore 
alternative energy sources such as the sun, wind, oceans, 

- the atom, methane gas, and the like. Ask the committee to' 
research the subject at the library and then draw up a list 
of the advantages and shortcomings of each alternate 
energy source. Was the committee able to agree on a single 
best energy source of the future? If hot, why not? 

23. filmstrip: Welfare: Who Benefits? Who Pays? (1980): Deals 
with the issue of poverty in the United States. (Color, 
cassette; New York Times) 

24. ^m: The Cities: To Build the Future (1968), develops a 
systematic approach to urban planning and renewal. 
(Color, soundfSO min.; BFA Educational Media Division, 
CBS News) 

25. film: One Way to Better Cities (1969) attributes urban 
decay and suburban sprawl to the property tax* (Color, 
sound; Association-Sterling films) 



26. Oral reports: Ask selected students to give short oral 
reports on the following questions related to the role of 
consumers in the 1980s: 

Is the consumer of the 1980s still an economic infant*" 

requiring government protection? 
How does the consumer affect the business -^de? 
Is consumer credit a boon or a problem lor die 

American economy? / ' 

How is the economy affected by the teenage market? 
What would be the economic and social repercussions 

of a four-day, 32-hour work week? 

27. Filmstrip: Energy: The Challenge * Now (1981). A pro- 
gram of eight sound filmstrips, average length 8 minutes; 
United Learning, P.O. Box 718, 633 West Howard Street, 
Niles, IL 60648. Includes, among others, Energy mid 
World Affairs (OPEC), Energy and Environm ent, Solar 



Po wer: The Future Is Now , Nuclear Power: ThePromm 
and the Peril. ~~ , 

28. FSmstrir. 

demand and cost-spiral inflation, the effects of govern- 
ment spending, and the actions of the Federal Reserve 
Board. Part U offers concrete suggestkm fw reducing in- 
flation on a personal level/ (Color, c a ss ent , guide; Mulb- 
Media) 

29. IHm s tflp: The New Immigrants. Part I (13 min.) focuses' 
on immigration from cok>nialtimesto World War IL Part 
II (11 min;) focuses on immi gr a tion to the United States 
since World War H, mainly tram Latin America and Asia. 
(Sound; Associated Press and Prentice-Hall Media, Inc.) 

30. Individual report: A student may wish to investigate the 
post-World War U technological revolution in the United 
States. The revolution depended on a masove application 

* of energy to productic* and* burst 

Adds of electronics and coomtuhkations. . 

(a) What human and organizational problems does die 
technological revolution create? 

(b) How does the technological revolution affect produc- 
tivity? living standards? 

(c) Mention examples of recent technological advances in 
electronics. 

"i 

31* Committee report: Create a committee of students to in- 
vestigate the activities of women who fought discrimina- 
tion against their sex in the twentieth century. The com- 
mittee may study and treport on protective labor legisla- 
tion for women workers; the activities of the Women's 
Bureau of the Departm^cl Jabor; the fight for equal 
pay for, equal work; the struggle of feminists for women's 
suffrage and the Equal Rights Amendment; and the in- 
creasing percentage of married women working outside 
the home and the effects of this on the stability of the 
family and on family income.. 

32. Problem for analysis: Using a decision-making niodd 
analyze the following situation: Assume ycu are a 
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member of Congress at a lime: when it has been asked to 
appropriate* $50 billion for a special missile program and 
$20 billion for new social services! Because of a business 
recession and a defense buildup, it is not possible to do 
both in the amounts asked. 

(a) Define the problem. 

(b) List alternative ways of dealing with |t» 

(c) Decide what criteria to use in evaluating the alterna- 
tives. 



(d) Select two alternatives and examine them thoroughly 

in teriro of the criteria selected. 
"(e) Make a choice. (If several groups of students work at 

the problem and report the results, the entire class 

may then review all the alternatives and criteria and 

discus^ a possible choice. 
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Social Studies. Washington, D.C.: National Council for 
the Social Studies, 1981. 

Warmke, Roman F*, Raymond H. Muessig, and Steve L. 
Miller, The Study and Teaching of Economics. Colum- 
bus, Ohio: Merrill, 1980. o 



SECONDARY SCHOOL ECONOMICS TEXTBOOKS 



The publications listed provide a representative sample of 
works available. 

Antell, Gerson, Economics: Institutions and Analysis. Rev. 
ed. New York: AMSCO, 1982. 

Antell, Gerson, and Walter Harris, Economics for Everybody. 
Rev. ed. New York: AMSCO, 1982. (Simple reading 
level.) 



Brown, Jau^i E, and Harold A. Wolf, Economics: Principles 
and Practices. Columbus, Ohio: Merrill, 1979. 

Dawson, Hmer^., Our Economy: How it Works. Menlo 
Park, Calif.: Addtton-Wedey, 1980. (Written especially 
for junior high school students f ) 

Hacker, Andrew, free^nterpme in America. New York:. 
Harcourt Biice Jovartpvich, 1977. (Suitable for junior 
high school pupils,) 
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Morton, John S., and Ronald R. Rezny, Consumer Action. 
Boston: Houghton Mifflin, 1978. '(Contains some basic 
economic concepts, such as supply, demand, and infla- 
tion.) 

Olsen, Arthur R., and John W. Kennedy, Economics; Pnn- 



tiplts and Applications. Cincinnati: South-Western, 1900. 

Sampson, Roy J., and Ira Marienhoff, The American Econ- 
omy. Boston: Houghton-Mifflin, 1983. 



REFERENCE WORKS 



Teachers should have on hand a few works, that will pro- 
vide definitions of, key terms and concepts and statistical data, 
both past and present. Some good recent information can be 
obtained free of charge. 

Write to the Federal Reserve Bank erf St. Louis, P.O. Box 
442, St. Louis, MO 63166, and ask to be placed on the mailing 
list to receive such periodicals as National Economic Trends 
and Monetary trends. The former provides information on re- 
cent trends in such matters as employment, the unemployment 
rate, prices, industrial production, personal income, retail 
sales, Gross National Product/ productivity, and labor costs. 
The latter shows recent trends in the nation's money supply, 
bank loans, interest rates, the federal debt, and the federal 
budget. 

Write to the Federal Reserve Bank of New York, 33 liberty 
Street, New York, NY 10045 (Public Information Department) 
for a free list of their excellent publications, many of which are 
designed especially for use in high school daises. Other Fed- 
eral Reserve Banks also provide free periodicals and publica- 
tions. x 

- Such weekly magazines as Business Week, Newsweek, 
Time, and U.S. Nexos & World Report, although hot free, con- 
tain good economics coverage. The latter magazine,, in par- 
ticular, usually includes simple, well-presented charts and 
tables on economic matters. 

Check w&th your local library or a nearby college library 
for other journals that contain recent economic statistics. The 
following, also, are useful sourcefof information. 

Banks, Arthur S., ed., Economic Handbook of the World, 
1982. New York: McGraw-Hill, 1983. (Nearly 700 pages 
of information on all countries, major institutions, ahd k 
trade patterns.) 

Davids, Lewis E., Dictionary of Banking and Finance. 
Totowa, N.J>: Littlefidd, Adams, 1978. (Over 200 pages 
of definitions of terms, plus lists of organizations and. 
agencies.) 

Dushkin Publishing Group, Economics Encyclopedia. Guil- 
ford/Conn.; 1981. (Definitions, explanations, and discus- 
sions of terms, major theories, and important economists 
and institutions.) 

Greenwald, Douglas, ed., The Encyclopedia of Economics. 
New York: McGraw-Hill, 1983. (Over 1,000 pages of 



material explaining some 300 subjects in economics and 
economic history.) * 

Greenwald, Douglas, et al., eds., The McGraw-Hill Diction- 
ary, of Modern Etonomics. 3rd ed. New York: McGraw- 
Hill, 1983. (Over 600 pages of definitions, discussions, 
and viewpoints on economic terms, concepts, and organi- 
zations.) 

Hacker, Andrew, U.S.: A Statistical Survey of the American 
People. New York: Viking, 1983. (Also available in 
paperback hem Penguin; contains nearly 400 pages of 
interesting information. This book is particularly useful 
for students.) 

Johnson, Otto T., ed., Information Please Almanac. New 
York: Information Please Publishers, annual. (A relatively 
inexpensive paperback with nearly 1,000 pages of infor- 
mation, much of which deals with economics.) 

Nemmers, Erwin E., Dictionary of Economics and. Business. 
Totowa, N.J.: Rowman k Littlefield, 1978. (Over 500 
pages of definitions.) 



U.S. Govtrnmtnt Published Sources 

All the volumes listed below are available from the U.S. 
Government Printing Office, Washington, D.C. 

Economic Report of the President, Annual. (Appendix pro- 
vides official statistics on the economic state of the 
nation.) 

Bureau of the Gensus, U.S. Department of Commerce, 
State and Metropolitan Area DataBookJ982. (Economic 
trends in the states and metropolitan areas since 1970.) 

• — to Historical Statistics of the United States; Colonial 
mmes to 1970, 2 vols., 1976. (Over 1,200 pages of data oh 
nearly every aspect of the American economy from 
* earliest times to the 1970k.) 

, Statistical Abstract of the United States: National Data 

Book and Guide to Sources, published annually. (Oyer 
i,00Q pages of statistics and sources of information on the 
.American economy. Also includes some data on foreign 
economies.) 
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